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TUESDAY, JUNE 26, 1951 


Unirep States SENATE, 
CoMMITTEE ON INTERSTATE AND FoREIGN COMMERCE, 
Washington, D. C. 

The committee met, pursuant to adjournment, at 2 p. m., in the 
committee room, room G—16, United States Capitol, Senator Edwin 
C. Johnson presiding. 

Present: Senators Johnson (Colorado) (chairman), Brewster 
(Maine), Capehart (Indiana), and Bricker (Ohio). 

Also present: Edward Sweeney, staff member, Henry Friendly, 
vice president and general counsel, and Roger B. Doulens, assistant to 
vice president, Pan American W orld Airw ays; Edward Leasure and 
Herman Scheurer, Northwest Airlines; W. T. Huff, legislative repre- 
sentative, Trans-World Airlines; Hubert A. Schneider, attorney, and 
Jess G. Bennett, Washington representative, Braniff Airways; 
Howard Clark, Pan American-Grace Airways, Inc.; J. F. Gormley 
treasurer, Colonial Airlines; S. G. Tipton, general counsel, Air Trans- 
port Association. 

The Cuarrman. The hearing will come to order. The hearing to- 
day is an executive hearing; however, we have invited representatives 
of the airline induStry to be present. No reporters are present. I 
do not know what information we may have, but whatever we do 
have is executive and we may release some of it later on, but until it 
is released, everyone present here is bound by the executive nature of 
the hearing. 

Mr. Jones, in your own way, will you proceed, please? 


STATEMENT OF J. WELDON JONES, ASSISTANT DIRECTOR, BU- 
REAU OF THE BUDGET, FOR FISCAL ANALYSIS, ACCOMPANIED 
BY MELVIN A. BRENNER, FISCAL ANALYST, BUREAU OF THE 
BUDGET 


Mr. Jones. Thank you, sir. My name is J. Weldon Jones. I am 
Assistant Director of the Bureau of the Budget in charge of the 
Division of Fiscal Analysis. The other gentleman with me is Mr. 
Melvin A. Brenner, a fiscal analyst of the Bureau of the Budget. 

Senator Johnson, we appreciate the invitation to appear before 
your committee again. It is about 2 years since | was here. 

The Director asked me to express to you his regrets, that he was 
out of the city and would not be able to present this testimony. The 
Assistant Director has a double workload, plus testimony before other 
congressional committees, and he was unable to appear. Hence my 
selection. 
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I have a signed letter which the Director asked me to deliver to 

you at this time. It is a reply to your request for comments on S. 

1657. That is the latest bill introduced before you. This letter, 

signed by the Acting Director, expresses the administration’s posi- 

tion on that bill and, in a word, answers the information requested 

by your staff. It also comments on all the pending bills on this 

particular subject, which are before you. There are four of them. 
If it is agreeable to you, I should-like to read the Director’s letter 

to you. I have mimeographed copies if you wish to distribute them. 

The CrarrMaNn. Is there anything of a confidential nature in this 

etter! 

Mr. Jones. Nothing, Senator Johnson. 

Shall I read it, sir? 

The Cuarrman. Yes, go ahead. 

Mr. Jonus (reading): 


My Dear Senator Jounson: This is in reply to your letter of June 13, 1951, 
requesting comments of this Bureau on 8. 1657, a bill to adjust the rates of pay- 
ment for the transportation of mail by air carriers and to authorize subsidies for 
air transportation essential to national defense and commercial development, and 
for other purposes. We have since been advised informally by staff of your com- 
mittee that comments on all other pending Senate bills on this general subject are 
also desired. These other bills are 8S. 436, 8. 535, and 8. 1137. Accordingly, this 
letter is addressed to all of these bills. 

Although varying in method, each of these bills would amend the Civil Aero- 
nauties Act so as to require a separation between the mail compensation and the 
subsidy paid to airlines. Under the present provisions of the act, subsidy assist- 
ance to the airlines is provided through air mail payments, which are set.generally 
at levels adequate to cover deficiencies in the carriers’ commercial revenue. As a 
result, mail payments to most airlines include a substantial, but unidentified, 
subsidy element. The four pending bills noted previously would all permit the 
continued subsidization of air transport development, but would require that such 
assistance be provided separately from the payment for handling mail. 

The objective of separating airline subsidy from mail pay is strongly favored by 
the President. In this two most recent budget messages, the President has 
recommended the prompt enactment of legislation designed to achieve that result. 
In his budget message for the fiscal year 1952, the President stated: 

“The method of paying this subsidy should be changed * * * in order to 
provide the public with full information as to its cost. At present, the airline 
subsidy is merged with compensation for the cost of handling mail and ineluded in 
postal expenditures. These two elements should be separated, and the subsidy 
portion paid by the Civil Aeronautics Board from funds appropriated specifically 
for that purpose. I again urge the Congress to enact legislation providing for this 
separation.” 

There are a number of important considerations favoring the separate provision 
of airline subsidy. First,and most fundamental, is the right of the public. to know 
the cost of any program which it is financing. With that objective in mind, the 
President has consistently sought to bring hidden subsidies into the open. Separa- 
tion of airline subsidy from mail pay would represent a significant step in that 
direction. It would be especially important at this time in view of the high level 
of air mail payments, which exceeded $115 million in calendar year 1950. 


Senator, as an aside, I might say that many of us worry about ex- 
penditures in the Federal budget, but, if you were to ask me what 
concerns me most, I would say the expenditures which are sub rosa, 
under cover, and are subsidies of this group and that group. They 
are of greater concern tome. It has been of great concern to me since 
my days of work in the Philippine Islands where I found the same thing 
true [reading]: 

A closely related consideration is the need of Government agencies, the Presi- 
dent, and the Congress to have continuing information on, and an annual review 
of, the amount being spent for airline subsidies. Policy decisions affecting the 


development of civil aviation frequently require a balancing of anticipated 
benefits in relation to costs. 
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If we do not do that, how can we know whether we should extend a 
route or consolidate some routes [reading]: 


Clearly, the availability of data on airline subsidies would assist in the sound 
formulation of such policies. In particular, such subsidy data should assist the 
Civil Aeronautics Board in dealing with route and rate problems, and other 
phases of economic regulation. 

Airline subsidy separation would also result in a more meaningful budgetary 
presentation for the postal service. Subsidies for the development of air trans- 
portation are not properly an item of postal expenditures, and their present 
oneen in air mail payments distorts to that extent the size of the current postal 

eficit. 

Finally, it seems probable that the public identification of subsidy would pro- 
vide some increased incentive to airline management to achieve maximum effici- 
ency and economy of operations. 

In short, the separation of airline-subsidy from mail pay would achieve a more 
accurate and meaningful presentation of this promotional program and hence 
would be in the best interests of the general public, the Government, and the 
airlines themselves. It is recognized that the actual accomplishment of subsidy 
separation will initially create a number of practical problems for the Civil 
Aeronautics Board. However, this Bureau strongly feels that the advantages of 
such separation outweigh the transitional problems that may arise, and make this 
reform clearly desirable. 

Special policy questions have been raised with respect to the treatment of inter- 
nationai carriers in any such program of subidy separation. The executive 
agencies principally concerned with this subject have studied this matter very 
carefully in recent months, and their views have been presented to the President. 
After carefully considering these views, the President feels that the advantages 
of subsidy separation outweigh such special problems as may exist with respect to 
international carriers. Accordingly, the President feels that information on the 
subsidy paid to international carriers should be publicly available, and that those 
carriers should be fully subject to legislation in this field. In view of the difficulty 
of accomplishing subsidy separation simultaneously for all cariiers, the President 
would have no objection if the Civil Aeronautics Board were to give first priority 
to domestic carriers, provided that international separation were not delayed for 
more than one year from the effective date of the legislation. 

At this point, we should like to address our comments to the specific bills now 
pending before the Senate. 8S. 436 and 8. 1137 are similar in nature. Both follow 
the general pattern of a bill passed by the House during the previous Congress 
(H. R. 9184, 8ist Cong.). They provide for the separation of the subsidy element 
from the compensatory payment, but do not otherwise change the basic concepts 
of procedures set forth in the Civil Aeronautics Act. Neither of these bills would 
require any change in the total amount paid to any given carrier, even though this 
amount would have to be split into its two component elements. S. 535 and 8. 
1657, on the other hand, not only require separation of subsidy, but introduce 
basically new corcepts regarding the determination of mail rates and subsidy. 
Your letter requested comments specifically on 8. 1657, and we shall accordingly 
discuss that bill first. 

S$. 1657 would prescribe the specific mail rates that would apply to domestic 
air carriers for an initial period of 3 years. These rates would vary from 42 
cents per ton-mile to 84 cents per ton-mile, depending upon the class of carrier 
involved. With respect to international air mail, the bill provides that the rate 
por ton-mile of mail carried shall be equal to 80 percent of the average postage 
revenue derived from such mail by the Post Office Department. 


For the sale of air stamps [reading]: 


This Bureau is not prepared to comment on the reasonableness of the rates 
proposed in this bill. In is difficult, for example, to judge whether the proposed 
rate differentials between classes of carriers bear any close relationship to the 
relative cost levels of such groups of carriers. Nor is it clear to what extent the 
proposed formula for international rates is related to the cost of mail service 
performed by the international lines. 

In any event, however, it appears undesirable to prescribe in legislation the 
specific rates of compensation for handling mail. For many years, the Congress 
has found it appropriate to delegate the complex function of rate regulation to 
specialized agencies such as the Civil Aeronautics Board. In so doing, the 
Congress has set forth the basic policies to be followed, but has permitted the 
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regulatory agencies to determine the detailed application of such policies to the 
varving circumstances of individual cases. This general pattern appears to be 
the most workable and equitable method of handling the difficult problems of rate 
regulation. This Bureau urges that this pattern be retained in the determination 
of air mail rates, and accordingly cannot support the proposed establishment of 
such rates in 8. 1657. 

A question also arises with respect to the provisions of 8. 1657 which would 
require that air carriers present a breakdown of their claimed subsidy need 
among the various points which they serve. Carriers would also be required, 
on a continuing basis, to allocate their revenues and expenses among individual 
communities. While this type of community analysis may prove useful in con- 
nection with special economic studies by the Civil Aeronautics Board, it is not 
clear that it would be profitable to require the Board and the carriers to incur 
the substantial expense involved in developing such data on a continuing basis. 


I would think that some of the airlines might want that breakdown 
when they are asking for a new point‘or to abandon a point. 

The Cuarrman. Don’t you imagine the appropriations commit- 
tees of the Congress would want such a breakdown? Don’t you think 
it might be of some interest to them? 

Mr. Jones. It might. 

The CuatrmMan. When the CAB comes in and asks for a subsidy, 
the committees can say, “Justify your request for a subsidy.” They 
will have to justify it not by the waving of arms. They will have to 
justify it very specifically and explain. who gets it and where it is 
going and whether it can be eliminated or not. The appropriation 
committees may say, “You cannot have that subsidy.’”’ The CAB 
in return would say, “It is all right with us, but, if that subsidy is 
denied, then do not expect us to serve cities A, B, C, and D, because 
we cannot do it.” 

You are not denying something to the airlines. What you are 
denying, when you deny that subsidy, is the benefit to the communities 
and it seems to me that the appropriations committees must have that 
information, and that it would be the only possible way that they 
could come in and justify the subsidy that they are asking for the 

. airlines. 

Mr. Jones. It would not be the only way, in my opinion. 

The CuarrmMan. What other way would there be? 

Mr. Jones. So many other factors play upon the amount of subsidy. 
I think my testimony will develop that as I move along. 

The CHarrMan. Fine. 

Mr. Jones (reading): 

In fact, such a requirement might tend to place undue emphasis on the com- 
munity as the cause of airline subsidy, thereby oversimplifying the subsidy prob- 
lem, and possibly hindering its solution. 

That is true since so many other factors besides the individual 
communities might be involved here. 

The Cuarrman. The point is this. I can point out a community 
in my State that is served by three airlines. There are three airlines 
serving that community. Every one of them serves it as a subsidy 
from the Government of the United States. After all, if it is reduced 
to a community subsidy basis, those glaring factors become apparent, 
even to the busy committees of Congress. They can see that imme- 
diately. They can see whether the airline pattern is set up in the best 
possible way or whether we have uncalled-for duplication or unneces- 
sary duplication. 








> the 
0 be 
rate 
ation 
nt of 


rould 
need 
lired, 
idual 
con- 
s not 
incur 
basis. 


ljown 


mit- 


hink 


sidy, 
They 
ve to 
it is 
ation 
CAB 
dy is 
sause 


1 are 
nities 
» that 

they 
r the 


sidy. 


> com- 
' prob- 


ridual 


unity 
irlines 
ibsidy 
duced 
arent, 
mme- 
e best 


neces- 











SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 771 


Mr. Jones (reading): 


The report recently prepared for your committee by Ernst & Ernst indicates 
that a given city can be profitable on one airline system, while showing a loss, and 
hence a subsidy needed, for another airline— 
serving the same city. ’ 

The Cuarrman. Doesn’t that indicate something of value to the 
appropriations committees when the second airline comes in and asks 
for a subsidy? When the CAB comes before the appropriations 
committees, they are not going to come in and say, ‘‘Well, we want so 
many millions of dollars for subsidies,’ without justifying that in 
detail, because, if they do come in with that kind of a request, they 
are going to leave the committees of Congress empty-handed. 

The committees of Congress are not going to dole out this money 
in subsidies on any kind of a basis of that type, in my opinion. They 
are going to require that they know what they are going to use the 
subsidy for, who is going to get it, where it is to be used, what it is 
to be used for. 

Mr. Jones. Should you penalize that community because it is 
profitable to one airline, although unprofitable to another airline? 

The Cuarrman. You are not penalizing them. Maybe that com- 
munity does not need that extra service. Maybe they do not need it. 
But shouldn’t it be known? You talk about not having things that 
are unknown. You have said the thing that you hate most is to be 
working in the dark. You like to have things out on the table. 

Mr. aoa That is right. 

The Cuarrman. If one airline serving a community is doing so at 
a profit and another airline is doing it at a great loss and, if you were 
on the appropriations committees, wouldn’t you want to know 
about that? 

Mr. Jones. The community is not at fault in a case like that. 

The CuarrMan. No one is blaming the community. 

Mr. Jones. It seems to pinpoint the community. 

The CuarrMan. The community gets the subsidy. 

Mr. Jones. I wonder. 

The CHarrMAN, It isn’t the airline. They get the subsidy for 
serving a community. 

Mr. Jones. I wonder if the community would ever believe that 
when it is profitable to one airline and not to another. They would 
feel there are factors outside of their control that are causing the loss. 

The CuarrMAN. Maybe the factors of service are out of their 
control. That is not the community’s fault. What do you say 
about the community having three airlines serving it all at a loss? 
What about that community? 

Mr. Jones. I would want all the information I could get. 

The CuairMan. If you take the Ernst & Ernst report of the com- 
munity breakdown and see that on a map, you could see immedi- 
ately what lines need to be consolidated, what lines need some change 
in their pattern. Some lines are perhaps costing an awful lot more for 
the service that is being rendered. Unless you do work it down into 
a community, you are just working in complete darkness. If you 
think that subsidies are going to airlines and if that is the basis of your 
argument, of course, you and I are completely at odds on that, because 
1 think it is the community that really has the subsidy paid in its 
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behalf for the services rendered to it. If it does not produce enough 
revenue to take care of the service it is receiving, then certainly that 
community is getting the subsidy in service, not in dollars. The 
airline gets it in dollars and the community gets it in service. 

Mr. Jones. I can see where it would throw some light on the 
occasional problems. The Director was wondering about the require- 
ment that this be done on a continuing basis. He ends up by saying 
[reading]: 


It seems clear, therefore, that an analysis of the causes of subsidy must be 
directed more to the airline systems as operating entities, than to the individual 
communities served. Accordingly: this office questions the desirability of requiring 
a continuing allocation of financial data among communities. 

Another of the pending bills on this general subject, 8. 535, raises problems of 
a somewhat different nature. This bill proposes to adapt to international airlines 
the type of construction and operating differential subsidies which now apply 
to the merchant marine. There is serious question whether the competitive 
position of United States international airlines in relation to foreign airlines is 
such as to justify this form of subsidy. In the field of ocean shipping, United 
States operators have been at a substantial cost disadvantage in relation to foreign 
operators— 

I think for many decades— 


and the construction and operating subsidies of the Merchant Marine Act have 
been designed to offset that cost differential. In aviation, on the other hand, 
there appears to be no evidence at this time of a competitive disadvantage for 
United States international operators. On the contrary, it is our understanding 
that United States operators have on the whole been more economical and efficient 
than their foreign competitors. Thus, the need for subsidy in the case of inter- 
national aviation arises, not out of a competitive disadvantage in comparison 
with foreign operators, but rather out of the general lack of economic maturity 
of the commercial air transport industry, and the consequent need for Govern- 
ment assistance in order to rene its sound development. Accordingly, the cost 


differential subsidies of the Merchant Marine Act do not appear applicable to the 
airline industry. 


Senator Brewster. Do you have studies which show the Americans 
can operate as economically as the British, the Dutch, and so forth? 

Mr. Jones. That has already been furnished to the committee. 
It is in the special report that ACC has made. It indicates what we 
all know, on the construction side, we make perhaps the best. 

Senator Brewster. They buy our planes. We furnish them the 
money. So it costs the same. But when it comes to the pilots, can 
you show me any foreign pilot that is paid as much as an American 
pilot? 

Mr. Jones. Surely we pay our pilots more, we pay our hostesses 
and other employees more. When you transfer those costs per unit 
of service, we show less than our foreign competitors, and have done 
so over a number of years. 

Senator Brewster. I would be very interested in seeing those. 

Mr. Jonges. They are available. 

Senator Brewster. Where did you say we can get those figures? 

The CuarrMan. We had a survey made by Mr. Weihmiller for 
this committee and we gave it to the Coordinating Committee, and 
they made it available to the Bureau of the Budget. 

Senator Brewster. Do we have a copy of that here? I would be 
very interested in seeing it. 

The CHarrMan. We have that survey. It was prepared for the 
committee and will be inserted at the end of the hearings. 
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Mr. Jones. All of us know some of the practical problems of trying 
to find out what these differences in costs are, if you have been close 
to the maritime operations in recent years [reading]: 


This Bureau is also opposed to section 2 of 8. 535 which in effect would require 
that mail payments to United States international lines be based upon the seale 
of rates agreed upon through the Universal Postal Union. The UPU rates 
determine the payments that shall be made by one government for the carriage 
of its mail by the airlines of another government. It is understood that these 
rates result from the bargaining processes of international negotiations, and that 
they bear little if any relationship to the cost of airline operations. It is our 
view that the rates paid to United States carriers for handling United States 
mail should be based upon the costs incurred in performing this service. The 
fact that rates higher than costs may be agreed upon internationally as the UPU 
scale should not affect the internal policy of this Government with respect to the 
rates of compensation applicable to United States airlines. 


I should note that S. 535 does not cover domestic lines, only inter- 
national [reading]: 


Principally for the reasons mentioned above, this Bureau is unable to recom- 
mend enactment of either S. 1657 or 8S. 535. Instead, we urge enactment of 
legislation along the lines of 8. 436 or 8. 1137. Either of these bills would accom- 
plish the basic objectives of subsidy separation, and would provide a practicable 
means for undertaking this program. Both bills provide that mail rates would 
be established by the Civil Aeronautics Board on the basis of the cost of handling 
mail. They further authorize the Board to provide subsidy to air carriers, in 
the amounts found necessary to maintain and develop a sound air transportation 
system. These bills have the advantage of accomplishing subsidy separation 
without introducing the complications that would be involved in changing the 
present statutory principles for regulating and promoting the airline industry. 

Either of these bills would require a few minor amendments of a clarifying or 
administrative nature. Suggested amendments to 8S. 436 are indicated in an 
attachment to this letter. Since 8. 1137 is very similar to 8. 436, it could readily 
be amended along substantially the same lines. These proposed amendments 
are based on suggestions of the interested agencies, and we understand that those 
agencies will submit to your committee the detailed reasons for these suggested 
changes. 

8. 436, if amended along the lines suggested in the attachment, would carry 
out the President’s recommendation for the separation of airline subsidy from 
mail pay, and would be in accord with the President’s program. This Bureau 
recommends its favorable consideration. 

Sincerely yours, 
ELMER B. Staats, 
Acting Director, Bureau of the Budget. 

The Cuarrman. Mr. Jones, you may go ahead and finish your 
statement. 

Mr. Jones. That is all have to say. The airlines have made their 
views known to the Government agencies and I always appreciated it 
when Mr. Tipton and others came in and made their views. Un- 
doubtedly, the President weighed their arguments and considered 
them when he made this decision. 

Senator Brewster. What are your views? 

Mr. Jones. Senator, I do not want to pass on that hot one, because 


‘I am not in that field, but I want to bring out into the open, as a good 


budget man and student of Government, all hidden subsidies. 
Senator Brewster. The only question is whether, in this interna- 
tional field, there are considerations that mitigate against it. Have 
you arrived at any conclusions yourself as distinct from your instruc- 
tions? 
Mr. Jones. Senator, yes. I think the President made the right 
decision after listening to all the arguments. 
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Senator Brewster. That was as a result of the budget’s advice? 
The budget supported the idea that this should be made public? 

Mr. Jones. There was a disagreement among the agencies. 

Senator Brewster. I understand. 

Mr. Jones. It had to be taken to the President for resohution. 
This is almost Commerce’s position, Senator, if I may say so. 

Senator Brewstrr. Commerce’s position? 

Mr. Jones. Yes. 

Senator Brewster. Well, that is interesting. 

Mr. Jones. I, as an individual, and after hearing all these argu- 
ments, went along with Commerce’s position. 

Senator Brewster. I think, when I discussed it with Del Rentzel, 
he was Chairman of the Civil Aeronautics Board. He is now Under 
Secretary of Commerce in charge of transportation. 

Mr. Jones. That is right. 

Mr. Brenner. He is Chairman of the Defense Transportation 
committee within the office of Defense Mobilization. 

Senator Brewster. That is right. In that committee, the Secre- 
tary of Commerce is one of the members of the beard of which he is 
chairman. 

Mr. Brenner. No, sir. The committee, if we are thinking of the 
same committee, is a committee consisting of representatives of the 
various transportation agencies, including the Defense Transport 
Administration. 

Senator Brewster. Doesn’t it include Commerce? 

Mr. Brenner. It includes Commerce, but Del Rentzel is the chair- 
man of the committee. There is usually another member of Com- 
merce who represents Commerce. 

Senator Brewster. I understand the Secretary is the official mem- 
ber, but he may have a substitute. We discussed that with Mr. 
Rentzel as to the somewhat anachronistic position he was in as 
chairman of that committee, of which the Secretary was a member. 
Is Mr. Rentzel going to testify in this with any one of his sets of 
whiskers? 

The CHarrMan. Yes. I have this letter from Mr. Rentzel dated 
June 8, 1951, on this particular point. He says: 

Further reference is made to your letter of January 5, 1951, and my reply, 
January 11, 1951, with regard to the national policy problems involved in the 
separation of air mail pay from subsidy for United States flag carriers, operating 
in foreign air transportation. At an executive meeting of the Air Coordinating 
Committee on June 5, 1951, the member agencies expressed a variety of attitudes 
toward the general subject and a necessary unanimity was not reached on the 
proposais presented. Consequently, the matter has been referred to the Director 
of the Bureau of the Budget for handling in accordance with the Bureau’s normal 
legislative clearance procedures. The several member agencies of this Com- 
mittee will immediately transmit to the Bureau of the Budget their respective 
views with regard to the Committee study. After the matter has been consider- 
ed by the President, appropriate advice as to the views of the executive branch 
on this issue will be transmitted to your committee. 

The delay in replying to your letter is deeply regretted; however, it is believed 
that you will receive the requested information in the very near future. 

Sincerely yours, 
W. D. Renrzex, Chairman. 

We have not had that letter that was to advise us further about 
this and today is the first information that we have had that the 
matter has been decided and the way it has been decided, so this 
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meeting was called executive and we have kept it executive on the 
ground that it might turn out to be the policy of this committee and 
the Government to handle it that way. 

Senator Brewster. Do you have that earlier letter that he refers 
to there? 

The Cuarrman. The whole file is there. He refers to a letter in 
January. 

Senator Brewster. “My reply of January 11, 1951.” That is 
here, is it? 

Mr. Sweeney. Yes, sir. 

Senator Brewster. I understand now that we simply have a 
bunch of Charlie McCarthys who come up here and tell us that the 
President has decided something, but will anybody be free to come 
here and tell us what they think? You said you individually are of 
the same opinion as the President. There were some evidently who 
were not of that opinion. Are we going to be permitted to know that, 
speaking now for the President? 

Mr. Jonus: Senator, I have been there nearly 10% years. I know 
that one of our rules is that they can tell you anything they wish. 
The agencies can report as they see fit. ‘There is no objection to 
them saying anything they want. 

Senator Brewster. In recent vears the President has, at various 
times, impounded things and given orders as to what disclosures should 
be made. You know of no such limitation as far as this is concerned? 

Mr. Jonzs. No, sir. However, you are informed about what the 
President has decided. 

Senator Brewster. Don’t say what he has decided. Say what 
his opinion is, We are going to decide that. 

Mr. Jones. What his program is. 

The CHairMan. We can decide in this committee how this com- 
mittee will conduct its business. 

Senator Brewster. I think the inadvertent phraseology of Mr. 
Jones’ was one of the most revealing indications of the evolution that 
has been going on, because he happens to be one Government em- 
ployee J] have known a long time and regard very highly, and | almost 
suspect 10 years ago he would not have said the President’s decision, 
but now he uses that phraseology, to which Senators are naturally 
very allergic in a matter which they are at present considering in all 
earnestness to decide what is wise. 

The CaarRMAN. But the President did make a decision. 

Senator Brewster. He came to an informed opinion and told 
Mr. Jones to present it to us, which we certainly listened to _ ost 
respectfully, but we also want to hear the opinions of the various 
Government departments who have a very great concern in this mat- 
ter. This is without any disparagement of Mr. Jones, but he is not 
primarily an aviation expert. 

Mr. Jonzs. That is right, sir. 

The CrarrmMan. The point | make is that a Coordinating Committee 
was appointed. Mr. Rentzel was chairman of that committee. It is 
an executive committee. One of the rules is that when they cannot 
decide or work out a decision among themselves, it is referred to the 
President and the President makes a decision for them. Isn’t that 
the point? 
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Mr. Jones. I was using it in that sense. He certainly decided 
something on that. 

The CuarrMan. You are not talking about a decision that this 
committee might make. 

Mr. Jonzs. Oh, no, Senator. 

Mr. Cuarrman. You are talking about a decision that the President 
made as requested by the Coordinating Committee. 

Mr. Jones. That is right. 

The Cuarrman. What is the name of that Committee? 

Mr. Jones. Air Coordinating Committee—ACC. 

Senator Brewster. Were those views of the Air Coordinating 
Committee presented to the President in writing? 

Mr. Jones. Yes, sir. 

Senator Brewster. Could we have copies of those? 

Mr. Jonzgs. I do not belive so—whatever they sent you. 

Senator Brewster. I am saying what they sent to the President. 

Mr. Jones. The ACC’s reports are coming to you. 

Senator Brewster. I did not ask for the reports of the Committee. 
I asked for the reports which they furnished to the President. Are 
we going to be permitted to have the information upon which the 
President based his advice? That is the question. Here again, we 
run up against the same apparent hesitation, to say the least. What 
do you feel, Mr. Chairman? We are paying these Government 
agencies and they should advise us. Are we to be denied their 
opinions and their information and only to have what Charlie Mc- 
Carthys may tell us? 

The Cuarrman. I think very strongly that we should have the 
arguments that they presented and maybe they would convince us 
also. 

Mr. Jones. When they appear here to testify, they can say what- 
ever they feel. I think they would mention the decision made by the 
President. 

Senator Brewster. Suppose we ask them that we would like to 
have the opinions they gave to the President, would we be permitted 
to have them? 

Mr. Jonzs. It is a question I cannot answer. 

Senator Brewster. Certainly it is what the President based his 
opinion on. How are we going to decide wisely and rightly on this 
question unless we have all the available information? Do we not 
need as much as the President does to make a wise decision? Other- 
wise, we have a dictatorship. 

Mr. Jones. Since there is no gag over them, I assume they will 
tell you what they told the President. 

Senator Brewster. I hope that is so. 

Mr. Jonss. There is no objection to whatever report they wish 
to submit. 

Senator Brewster. Mr. Jones, suppose this committee decides to 
continue in executive session consideration of the international 
carriers and the separation of mail pay from subsidy, with respect 
to them, how will that work out. 

Mr. Jones. I think they are two different things, Senator. Your 
decision to hold this in executive session may be a sound one. 

Senator Brewster. I am talking about the information itself. 
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Mr. Jones. There won’t be any information to give unless you 
entlemen pass a law. There is no information to give out until this 
egislation is changed, is there? 

The CuarrMan. It is going to be a hard matter to handle, especially 
with that division of opinion on the part of the executive department, 
and perhaps our committee. We have never decided the matter in our 
committee, but we may want to decide it, maybe tomorrow. 

Do you know how many members of the Air Coordinating Com- 
mittee reported full information and how many of them limited infor- 
mation, or no information at all? 

Mr. Jonzs. Yes, I know there were two who were in agreement with 
the position that was presented in this. 

The Cuarrman. How many members are there on the Air Coordi- 
nating Committee? 

Mr. Jongs. Five or six. We are not members, just observers. 
The others all favored separation. You have not seen the report? 
It will be offered. It is not an official report from the Executive. The 
report said merely that we favored it. It had good arguments for 
separating out the subsidy element, but had a gadget—let’s call it 
that—to do it administratively. 

The CuarrmMan. Do you have any other questions, Senator Brew- 
ster? 

Senator Brewster. No. 

The Cuairman. Do you have anything further that you want to 
state? 

Mr. Jongs. I believe not, Senator. 

The CuHarrMAN. We won’t release this letter to the press, at this 
time. We may a little later. 


The hearing is adjourned. 


(Whereupon, at 3:15 p. m., the hearing adjourned to reconvene on 
Wednesday, June 27, 1951, at 2 p. m.) 
’ ’ 
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REPORT ON SUBSIDY POLICIES OF FOREIGN AIRLINES 


Seutia Autrscuut Aviation Apvisory SERVICE, 


New York, N. Y., August 22, 1951. 
Hon. Epwin C. Jounson, 


Chairman, Committee on Interstate and Foreign Commerce, 
The United States Senate, Washington, D. C. 


Dear SenatoR JOHNSON: We are pleased to submit our complete exposition 
and study covering foreign airline subsidies for 12 separate countries, as under- 
taken for the committee in conformance with our contract of April 5, 1951. 

This study has been undertaken with Dr. Oliver J. Lissitzyn, assistant professor 
of law at Columbia University, as senior associate. Dr. Lissitzyn has made a 
substantial contribution in this work and his association has been invaluable to 
its completion. 

Individual reports, as completed, have been made available to the staff of the 
committee during the course of the last few months. The complete list of coun- 
tries and national airlines surveyed and incorporated in this study are as follows: 

Argentina: Aerolineas Argentinas 


Belgium: Societe Anonyme Belge D’Exploitation de la Navigation Aerienne 
(SABENA) 


Brazil: Panair do Brazil, S. A. 
Canada: Trans-Canada Air Lines (TCA) 
France: Campagnie Nationale Air France (Air France) 
Great Britain: 
British Overseas Airways Corp. (BOAC) 
British European Airways (BEA) 
Netherlands: Royal Dutch Airlines (KLM) 
aa Denmark, Norway: Scandinavian Airlines System 
x 
Switzerland: Swiss Air Transport Co., Ltd. (SWISSAIR) 
Venezuela: Linea Aeropostal Venezolana (LAV) 
In a number of instances it has been found desirable to submit separate reports 
on a number of individual airline operations. This has been done in the case of: 
Argentina: Aerolineas Argentinas 
France: Compagnie Nationale Air France (Air France) 
Netherlands: Royal Dutch Airlines (KLM) 
Scandinavia: Scandinavian Airlines System (SAS) 
Venezuela: Linea Aeropostal Venezolana (LAV) 

In addition, we have prepared a separate section covering financial assistance 
rendered selected ERP countries through the Economic Cooperation Administra- 
tion. Still another supplement is presented in the listing of all aviation loans ad- 
vanced by the Export-Import Bank of Washington. 

As a result of our studies it is possible to reach a number of general conclusions 
and to detail the pattern on airline subsidies as extended by the foreign countries 
ex mined, 

It is clear that, without exception, the establishment or continued maintenance 
of the foreign airlines examined have been dictated by considerations of national 
pride and/or as instruments of their sponsoring governments to further political 
and economic objectives. In no case is the continued operation of a foreign air 
carrier dictated by the sole necessity of maintaining an economic self-sufficient 
civil air service without benefit of subsidies, direct or indirect. 

Foreign airlines receive support from their respective governments through a 
combination of many channels, both direct and indirect. This has been detailed 
in the individual reports to the fullest extent possible. To give these reports 
substance, conversions of foreign exchange have been made in terms of United 
States dollars at the prevailing rates of the years involved. These conversions, 
while helpful in grasping the significance of foreign financial transactions in terms 
of United States dollars, are subject to a qualification. 

For example, as noted in the Air France report, due to the devaluation of the 
franc, 10 million franes having a valuation in United States dollars of $201,890 at 
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the year end would, at December 31, 1950, quotations, have a conversion valua- 
tion of only $29,000. Yet, insofar as the internal financial accounts of Air France 
are concerned, the exterior devaluation changes are of academic importance. 
This same qualification, in varying degrees, underlie the conversions,of foreign 
exchange into United States dollars for all airlines examined in this study with 
the exception of Swissair and LAV. 

Financial assistance rendered foreign airlines by their sponsoring governments 
take many forms and can be summarized as follows: 

1. Investment of capital—The capital of all airlines examined herein, with the 
exception of Panair do Brazil, have been provided either in whole or in part by 
their respective governments. This has been done through the purchase of capi- 
tal stock or the advance of credits in the form of loans. As the repayment of 
loans proved difficult, credits were converted into capital stock of the airlines 
concerned and assumed the form of permanent funds invested by the governments 
involved. Outstanding examples of such capital conversions are provided by 
BOAC, KLM, SABENA, and LAV. 

Another form of capital aid has been made available by the government guar- 
anty of loans obtained by the national airlines from private sources. Unquestion- 
ably this made capital available to the airlines which otherwise may not have 
been forthcoming. BOAC, Air France, KLM, and SABENA have benefited from 
this provision. However, a government-guaranteed and tax-exempt bond issue 
attempted by LAV failed of public acceptance and in 1947 was withdrawn. 

2. Direct subsidies —A very common element of government support has been 
provided through direct-subsidy grants to meet major portions of operating losses 
of the national airlines. This has been applied almost without exception and 
has been justified on the grounds that many routes are operated in the govern- 
ment’s national interest. This is particularly true in the case where colonial 
empires exist and the lines of transportation and communication, as provided by 
air services, are essential links to the government. BOAC, Air France, KLM, 
and Sabena have received direct grants on this premise. However, all foreign 
airlines have recieved direct grants on the broad basis of national interest. 

3. Mail payments.—Mail payments, as such, have not been aggressively ap- 
plied as a form of subsidy support. The UPU rate has been used rather exten- 
sively in payment of transporting mail on international routes of the foreign 
airlines. While domestic-mail compensation may contain elements of subsidy, 
it has been of relatively minor consequence as a form of government aid. 

4. Provision of aircraft and other equipment.—Material governmental support 
in a number of cases has been provided by making available aircraft and other 
equipment. This has been accomplished by either the direct purchase of equip- 
ment from the United States (sometimes with funds obtained from the ECA or 
Export-Import Bank) or through extensive national aircraft development sup- 
ported by other government departments. 

For example, the British experimental program which led to the successful 
development of jet commercial transport types, is largely the product of govern- 
ment expenditures to the British aircraft industry. Further, in a number of 
instances, government-owned equipment was made available to the national 
airlines at a nominal or rent-free basis. This condition prevailed with BOAC, 
TCA, SAS, and Air France. 

In order to finance aircraft acquisitions from the United States, many airlines 
obtained the necessary capital by selling additional stock or obtaining loans 
from their governments. In one case, Swissair, the Swiss Government arranged 
to purchase the aircraft directly and lease them on nominal terms to the airline. 

5. Provision of ground. facilities, airports, and aids to navigation Ground 
facilities, aids to air navigation, and frequently airport-construction programs 
have been extensively financed by various government departments. 

6. Taxation exemption privileges —In many instances the national airlines have 
received various privileges with respect to taxation. This has taken the form 
of exemptions or rebates on taxes normally assessed on aviation fuel, The 
British airlines have materially benefited from this privilege. Import and custom 
duties on many aircraft have also been suspended to benefit national air carriers, 
Air France, Panair do Brazil, LAV, and Argentine Airlines are outstanding 
beneficiaries of this policy. 

7. Training of personnel.—In a number of instances, training of personnel, 
including pilots, navigators, engineers, and mechanics, have been undertaken or 
financed by other government departments and made available at little or no 
cost to the national airline. Air France, KLM, BOAC, and TCA have all bene- 
fited from this policy in varying degrees, 
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8. Traffic derived through foreign exchange controls—Through the necessity 
of controlling their foreign exchange, most countries have importantly influenced 
traffic to move over the lines of their national carriers in preference to competitive 
carriers where “hard” currency is required. While, technically, most foreign 
citizens are free to travel on any line they choose, the requirement to obtain 
approval from the national currency control boards in order to acquire “hard” 
currency, i. e., United States dollars, have proved too formidable a hurdle to 
surmount. 

This condition prevails in almost every country examined with the exception 
of Switzerland. While a United States citizen has the choice of flying by a United 
States airline or any foreign carrier from New York to Europe, the same freedom 
of action is not always available to a European national desiring to go to the United 
States due to the foreign exchange controls. This has dictated a material flow 
of traffic over foreign airlines by their own nationals. 

9. Other foreign exchange control benefits —Foreign exchange provisions operate 
in other directions to benefit national airlines at the expense of United States 
carriers. For example, Air France is known to accept ‘“‘soft’’ currencies in other 
European centers and receives conversion at the full rate through their local 
Embassies. This means that they can feel free to accept certain traffic without 
loss while competitive airlines will submit to a major foreign exchange depreciation 
by carrying the same type of traffic. 

* Another example is afforded by the case of Argentina. While Argentine Air- 
lines can obtain necessary United States dollars at the official rate of 7.5 pesos per 
United States dollar, the American carrier must apply the free market rate of over 
14 pesos per United States dollar. This condition has led to the frequent accumu- 
lation of blocked currencies for United States carriers abroad. 

10. Special services.—In a number of cases, special services have been provided 
by government departments for the benefit of the national airlines. For example, 
many of the routes of BOAC were surveyed and pioneered by the Royal Air 
Force before and during World War II. TCA trans-Atlantie service received 
similar benefits from Canada. This aid has been of considerable benefit in the 
past but is likely to be of little importance in the future. 

Various charter operations for government departments have been conducted 
to the benefit of the national airlines. Here again, BOAC, and TCA enjoyed 
some advantage from this activity. 

In the ease of countries with extensive colonial interests, government employees 
have been required to use their national airlines in traveling to and from their 
home office. This has created a substantial volume of passenger business of bene- 
fit to the national airlines concerned. 

Complete details concerning the general background, details of ownership, 
sources of operating revenues, method and extent of mail compensation along 
with the various forms of subsidy are carefully examined in the separate airline 
reports submitted. All data incorporated in these reports have been taken from 
accredited sources. 

As far as can be ascertained, this is the first time that all of this information 
has been assembled, analyzed, and presented in this manner. This has been a 
constructive undertaking and we are pleased to submit this factual presentation 
for the guidance of the committee in its deliberations. 

Sincerely yours, 
AviIaTION ApvrsorRy SERVICE, 
By Sevic AutscnuL, Principal. 


AIR FRANCE 
(CoMPAGNIE NATIONALE ArR FRANCE) 
GENERAL 


France has long been in the forefront of development of both military and civil 
aviation. Although the French economy is normally well balanced as between 
agricultural and industrial production, France derives much of its foreign exchange 
from the tourist trade and exports of such typical French products as textiles, 
fashion goods, perfumes and wine as well as some machinery and automobiles. 
French-flag air transport facilities have been regarded as encouraging the flow of 
tourists to France, promoting French foreign trade and serving directly as a means 
of accumulation of foreign exchange, particularly dollars. 

An extensive international network of French commercial air services, moreover, 
is believed to help maintain the prestige of France. France also has a vast colonial 
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empire, now forming with France ‘“‘The French Union,” the area and populatiow 
of which exceed those of France itself, and on which France depends for many 
raw materials, markets for industrial products and manpower. 

Its airlines have been considered an important means of holding this vast 
empire together. The military usefulness of air transportation and the mainte- 
nance of a French aircraft manufacturing industry have also been among the 
motives for fostering French-flag commercial aviation. 
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French air transport services developed largely under private auspices until 
1933 although the Government provided aid in various forms. In 1933 Air 
France was formed under Government pressure through the merger of several 4 
private operators—<Air-Orient, Air-Union, Societe General de Transports Aeriens 
(Farman), and Compagnie Internationale de Navigation Aerienne (CIDNA)— 
and the acquisition of the bankrupt Compagnie Generale Aeropostale, The 
French state held 25 percent of the stock of the new company and appointed 25 
percent of the members of the board of directors. The Government of Czecho- 
slovakia, which had been a stockholder in CIDNA, received a small number of 
shares in Air France. 

Air France did not have a complete monopoly of French air transport before 
the war. A Government department, Regie Air Afrique, was set up in 1935 to 
operate airlines in Africa and a private shipping company, Chargeurs Reunis, ran 
an air transport service (Aeromaritime). in West Africa. In France itself Air 
Bleu, a subsidiary of Air France, operated domestic air-mail service and another 
company, Air France Transatlantique, in which Air France held 50 percent of the 
stock, was formed in 1937 to operate across the North Atlantic. 

The present operator, Compagnie Nationale Air France, was set up as of Sep- 
tember 1, 1948, as successor to Societe Nationale Air France pursuant to law 
No. 48-976 of June 16, 1948. The entire capital stock of the new company is 
held by the state which is authorized to transfer up to 15 percent of the shares to 
French private persons. 

Air France does not hold a monopoly of French air transport, but is regarded 
as a “chosen instrument” entitled to special benefits and privileges. In return, 
it is expected to operate many “national interest”? routes which are commercially 
unprofitable. Private air transport companies which have appeared in France 
since the war operate some scheduled as well as nonscheduled services, both do- 
mer ic and international, but receive no direct subsidies and carry virtually no 
mail. 

Air France has several subsidiaries and affiliates operating local services, includ- 
ing some short-haul international services, in the overseas territories of the French 
Union. These subsidiaries and affiliates are reported to include the following: 

Air Atlas operating locally in Morocco and to Algeria, France, and Spain; Tunis 
Air operating locally in Tunisia and to Algeria, France, and Italy; and Air Liban 
(Lebanon) operating international services in the Middle East. In process of 
organization are three more subsidiaries: Air AOF and Air AEF, for local opera- 
tion in French West Africa and French Equatorial Africa, respectively, and 
Air-Vietnam for operations in Vietnam. One subsidiary of Air France, Transports 
Aeriens du Pacific Sud (TRAPAS), recently discontinued its operations between 
French islands in the South Pacific. Air France also has an interest in several 
other French air transport enterprises including Cie. Air Transport, operating 
services between France, North Africa, and French West Africa, and Union . 
Aeromaritime de Transport, operating services from France to Africa and 
Indochina. 

















ROUTES 










The network of routes operated by Air France is one of the largest in the world. 
According to latest reports the company’s unduplicated route mileage is 76,760. 
They serve many of the important cities in France and the rest of Western Europe. 
Many of these continental services are operated in pool with other European 
companies, Air France and its subsidiaries also operate a network of local 
services in the French possessions in Africa, including Madagascar, and Indochina. 

The intercontinental services include lines from France to French North Africa, 
West Africa, and Equatorial Africa and a line to Madagascar and islands in the 
Indian Ocean (Reunion and Mauritius) via Cairo, Khartoum and points in East 
Africa. Other routes go to Tehram via Beirut and Damascus, to Lydda, and to 
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the Far East (Saigon) via Karachi and Caleutta. From Saigon a service is 
°o my via Australia to French islands in the Pacific (New Caledonia and 
ahiti). 

The trans-Atlantic services include the Pacis-New York route nonstop or via 
Shannon, Gander and Boston (currently operated at a frequency of 17 round- 
trips per week) and the recently opened route to Montreal. A service is also 
operated from Paris to the French West Indies (Martinique) via New York, 
but no traffic is carried on this route between New York and the West Indies. 
A route across the South Atlantic is flown from Paris via Madrid and Dakar to 
Recife, Rio de Janeiro, Montevideo, and Buenos Aires. 

The Air France service across the North Atlantic is operated under the air 
transport agreement between France and the United States of March 27, 1946, 
and permits issued by the Civil Aeronautics Board and approved on June 11, 
1946, as amended by order approved December 23, 1946 (7 C. A. B. 1, 631) 
(Appendix A). By these permits, Air France, as the carrier designated by the 
French Government, is authorized to operate from a terminal point in France 
via various intermediate points to the United States. Air France is further 
authorized by a permit approved on June 11, 1946, to operate a service from 
Martinique via intermediate points including San Juan, P. R., to Haiti. Under 
an amendment to the air transport agreement accomplished by an exchange of 
notes dated June 23 and July 11, 1950, Air France is entitled to be permitted to 
extend this service to Miami, Fla. Under the original agreement, the designated 
French carrier is also entitled to be permitted to operate a service between France 
and Mexico via New York. A permit for such service has been applied for by 
Air France but not yet issued. 

Air France is also entitled, under the agreement, to make nontraffic stops in 
American territory on other routes. On the route between France and Martinique 
a nontraffic stop is made in New York. 

At present, two American companies are authorized to operate services across 
the North Atlantic to France and beyond: Pan American World Airways, Inc., 
and Trans World Airlines, Inc. Pan American also operates a service in the 
West Indies competing in part with Air France. On the route from France to 
Mexico via New York, Air France would be providing limited competition with 
several American carriers from New York and other points in the United States 
to Mexico. 

FLEET 


At the latest reports the operating flight equipment of Air France, not including 
its subsidiaries, consisted of 19 Constellations, 28 DC—4’s, 33 DC—3’s 31 Langue- 
docs 161, and some smaller, obsolescent aircraft. On order are four more Con- 
stellations and six Vickers Viscounts (British). It is also expected that Air 
France will purchase 12 Breguet 763’s and 8 8. E. 2010 Armagnaces, large aircraft 
of French manufacture. Most of the engines used by Air France are of United 
States manufacture. Some of the American equipment was purchased with 
dollars made available by ECA under the Marshall plan. (See below.) 


OWNERSHIP AND CONTROL 


Under the law of June 16, 1948, the capital stock of the company was fixed at 
10 billion franes ($29 million at the 1951 rate of exchange), divided into 1 million 
shares with a nominal value of 10 thousand franes each. All of the stock was 
issued to the French state which was authorized to transfer not more than 30 
percent to public or private entities including not more than 15 percent to private 
persons of French nationality. As of the date of this report none of the stock 
appears to have been so transferred. Under law No. 50-854 of July 21, 1950, 
the private stockholders are entitled, for a period of 15 years beginning January 
1, 1951, to receive an annual dividend of 5 percent, such dividend to be carried 
among the general charges of the company. The company is administered by a 
board of directors (Conseil d’ Administration) consisting of eight members 
nominated by government departments, four members nominated by the em- 
ployees of the company and four members nominated by shareholders other than 
the state, if any. 

FINANCIAL POSITION 
(Note.—In viewing any accounting stated in French franes, it is important 


to note the impact in terms of United States dollars due to the series of devalua- 
tions of the French currency. On November 21, 1944 the official rate of the 
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French france was declared to be $0.020189. On December 26, 1945, a devalua- 
tion decreased this rate to $0.00841. On January 26, 1948, the rate was again 
decreased by devaluation to $0.0046713. This rate continued until September 
16, 1949, when a quotation of $0.0029 was established, remaining in effect until 
the present time. The significance of these devaluations is apparent when it is 
realized that 10,000,000 frances having a valuation in United States dollars of 
$201,890 at the 1944 year-end would, at December 31, 1950, quotations, have a 
conversion valuation of only $29,000.) 

The company’s balance sheet as of December 31, 1949, shows that the main 
assets of Air France consisted of flight equipment, the net book value of which 
at the end of 1949 was 8,076,704,931 franes, or 34 percent of its total assets of 
23,757,930,276 franes ($68,898,000). 

The financial aid received from the Government, which is detailed below, 
permitted Air France, at the end of 1949, to have a working capital of 3,773,506,932 
franes ($10,944,000). The management believed, however, that the amount of 
cash and other readily disposable assets was hardly adequate in view of the far- 
flung nature of the company’s operations. 


EARNINGS 


Air France has always depended on subsidies to make up its operating deficits. 
Accounts for 1946 and 1947 were not published in full, but the available reports 
indicate the following deficits before direct subsidies: 


—— 
Se . R | United States 
French francs | Franc rate | dollars 


1, 020, 000, 000 | $0. 00841 | 8, 578, 200 
1, 145, 200, 000 | ‘00467 5, 348, O84 
2, 619, 437, 861 | "00467 12, 232.775 


116 months ended Dec. 31, 1949, 


The largest loss in 1949 was attributed in part to the devaluation of the franc 
in 1948 and that following the devaluation of the British pound in September 
1949, with resulting rises in prices of fuel and equipment, purchases for hard 
currencies (largely United States dollars), and in wages which were not entirely 
offset by increases in tariffs. In an effort to cut losses, in 1948-49 the company 
discontinued a number of unprofitable services in Europe. The operating losses 
in 1950-51 are expected to be comparable with those of 1949, Direct govern- 
ment subsidy enabled the company to show a nominal profit of 73,172 frances for 
the 16 months ending December 31, 1949. 

The depreciation charges do not appear to be high. The depreciation rate of 
flight equipment is stated to be based on the assumption that all aircraft of each 
type will be withdrawn from service on the same date, regardless of date of pur- 
chase. The average depreciation period is stated to be 4 to 5 years for Con- 
stellations, 4 years for DC—4’s and 3 years for other types. The available figures 
for depreciation charges are summarized as follows: 


| | 


a er cee ay — United states 
French franc Franc rate dollars 


a) ee Se 
| i 


_.| 625, 000, 000 | $0.00841 | 5, 256, 250 
2 1, 065, 000, 000 . 00467 } 4, 973, 550 
2, 378, 249, 635 | . 00467 11, 106, 426 











1 Provisional account. 
2 Depreciation of flight equipment only. 
16 months ending Dec. 31, 1949. 


The above tables indicate that depreciation charges were insufficient to prevent 
net cash losses before direct subsidies. 


MAIL PAYMENTS 


Before World War II, mail payments received by Air France were believed to 
have contained an element of public aid to the company and were the principal 
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source of its operating revenues. After the war, mail payments greatly declined 
in importance in the company’s budget, as the following table shows: 


Percent of mail to 


total operating revenue 
Did ditupotbhatol dee eueubuios wdc tos lot ye! sed fh 52. 98 
Mii dtwlds shi tiead. eeteeNere es elt wie bese oot lt Jodie 16. 75 
PE dies cbenmwie ce tec malo peels elo wee tee . 13.25 
A aie ata od eee aoe ee re es 8 St uk 10. 83 


The trend is believed to have continued in 1949 and subsequent years. 

In 1948, passengers accounted for 69.8 percent of the operating revenues and 
freight and excess baggage for 11.3 percent. The average unit rate of payments to 
Air France for the carriage of mail which was $3.52 per ton-mile in 1938, has also 
declined in recent years, amounting to 137.9 franes per ton-kilometer, or $1.05 
per ton-mile (at the franc rate of $0.00467) for 1949. 

The rate received for the carriage of mail (not including parcel post) in 1948 
was only slightly higher than the passenger revenue rate (111.8 franes per ton- 
kilometer), but more than twice as high as the freight revenue rate (58.7 franes 
per ton-kilometer). 


On international services Air France is paid at the Universal Postal Union rates 
which are as follows: 


Europe and 


Other des- 
he . ay*= , : 
eee r | tinations, 
Class of mail | A franne | gold francs 
| goldfrancs | 
| | per ton- 
| per ton- 
} 


kilometer ! kilometer ! 





Letters and sealed packages (LC)_........-.._...___- gids dduubncebebiaewe | 3. 00 | 6. 00 


I aE a 1.00 1,00 
Teen 1. 50 | 1. 50 


1 1 gold franc—115 French frances, 


For mail carried within the French Union reduced rates are in force. These 
rates for letter mail are 2 gold francs and 4.7 gold francs, respectively, instead of 
the Universal Postal Union rates of 3 and 6 gold franes; there are corresponding 
reductions for other classes of mail. A small element of subsidy may be present, 
however, in the payments for domestic air mail in France, which is carried under 
a separate agreement the terms of which have not been made public. 


GOVERNMENT AID 


Air France has depended on government aid given in various forms, including 
direct subsidies, and grants for special purposes, training of personnel, provision 
of equipment, investment of government funds in capital stock, government 
loans, government guaranties of borrowings, exemptions from taxes, government 
expenditures on airports and air navigation facilities, and aid in the transfer of 
blocked currencies. It has also benefited by the ECA grants. 

1. Direct subsidies —The policy of supporting French air transport enterprises 
by direct subsidies was adopted by the French Government long before the forma- 
tion of Air France in 1933. In this early period the formulae by which the amounts 
of the subsidies were calculated were generally complicated and subject to frequent 
change. 

Upon its formation in 1933, Air France was awarded a 15-vear contract with 
provision for subsidies fixed annually on the basis of cost of operation less expected 
receipts per kilometer flown for each route. Frequencies were determined by the 
Air Minister. The subsidies per kilometer flown, as fixed for 1938, varied from 
10 franes on the Paris-London, Paris-Geneva and domestic lines to 32 franes on 
the Marseille-Saigon and Natai (Brazil)-Santiago lines. A special subsidy was 
provided for the Dakar-Natal trans-Atlantic service at the rate of 400,000 francs 
per crossing in 1938, or about 127 francs per kilometer flown. In addition, the 
state provided the costly equipment used on this route. Air France also received 
some subsidies from the French colonies and from foreign states. 

In 1938, of Air France’s total revenue of $12,667,000 54.6 percent was derived 
from the subsidy granted by the French state and 4.1 percent came from other 
subsidies. Since 1946 the payment of direct subsidies by the French Government 
to Air France has been based on an agreement between the state and the company 
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approved by the decree of September 20, 1946, and effective retroactively as from 
January 1, 1946. This agreement remained in force after the reorganization of 
Air France under the law of June 16, 1948. 

The 1946 agreement provides for a guaranty by the state of gross receipts per 
kilometer flown by type of aircraft in normal scheduled and nonscheduled services. 
The length of the routes operated under the guaranty is fixed by the Minister. 
For the first vear (1946) the guaranteed rates of receipts per kilometer flown were 
specifically fixed by type of aircraft. Some typical rates so fixed were 207 francs 
for Constellations, 202 frances for DC-—4’s, 181 frances for Languedoc 161’s, 120 
frances for DC-—3’s, 80 frances for Goelands and 335 franes for the giant Latecoere 
631 flying boats. It was expressly stated that these rates included provision for 
general overhead costs as defined at 44 francs per kilometer corresponding to an 
annual operating program of 40 million kilometers flown. 

Provision was made for the revision of the terms of the agreement, with possibly 
retroactive effect, under a variety of circumstances, including changes in general 
economic conditions, differences of over 10 percent between the estimated and 
the actual results, and acquisition by the company of flight equipment requiring 
depreciation charges. The state undertook to lene to the company some Goelands, 
Junkers JU-—52’s and Latecoere 631 flying boats with engines and to sell to the 
company new aircraft and stocks of spares on order with American and French 
manufacturers, the terms to be fixed by a supplemental agreement. 

Special provision was made for the reimbursement by the state, as an item 
distinct from the kilometric guaranty, of Air Fraace’s expenses for the training 
of flight personnel in 1946. (See below.) 

The kilometric guaranty was to be calculated on the basis of provisional quar- 
terly estimates but, in order to provide working capital, a sum of 230 million 
francs was to be paid in the first month and sums of 70 million francs were to be 
paid monthly thereafter. Definitive accounts were to be drawn up at the end 
of the year, not later than March 31 of the year following, to serve as a basis for 
adjustment of the subsidy paid during the year. Any excess of revenues as 
defined over the guaranteed minimum was to be paid over to the state up to the 
amount of subsidies received from all sources, while a deficiency was to be made 
up by a further payment by the state. It was furthermore provided that any 
net profit remaining after this and certain other adjustments after the setting aside 
of certain reserves and the payment of a 4 percent dividend on capital, was to be 
recaptured by the state up to the amount of subsidies previously received by the 
company; and that any surplus remaining after the setting aside of certain further 
reserves was to be divided equally between the company and the state. 

The agreement also provided that mail was to be carried under a special con- 
tract and that mail and other government cargo were to have priority. All ora 
part of the capacity of the aircraft operated by the company was to be placed at 
the disposal of the public authorities on demand. The company was forbidden 
to give rebates or free transportation. 

The provisions of this agreement were not fully observed in practice for several 
years. No definitive annual accounts were drawn up at least until 1949. The 
subsidies were paid on the basis of provisional and approximate figures and were 
calculated apparently so as to exhaust the appropriations made for this purpose. 
This practice was defended by the Ministry of Public Works, Transportation and 
Tourism as due, during that period, to lack of fixed valuation of the equipment 
received by the company from the state, making impossible the calculation of 
depreciation and insurance. The Ministry also stated that the rates fixed in 1946 
had only temporary validity and were soon made obsolete by changes in economic 
conditions. There is every indication that the subsidy rates have continued to 
be calculated so as to prevent the company from incurring substantial losses. 

The following table shows the approximate amounts of direct subsidy (kilo- 
metric guaranty) received by Air France from the national budget, commercial 
revenues, and percent of subsidy to expenses as stated in the National Assembly: 





. 
Commercial | 








Direct subsidy 7 : | Percent of 

Year in millions 0 pt ete | | subsidy to 

French frances French francs | expenses 
da Seige nano mi ae aie oe Sere eet 
DUE. irene nienesipehinanentinabetitdieiedmebtslicbninie 969 3, 997 | 24. 50 
SS Seis ice conan meses ace ee ( “ 1, 026 5, 853 | 15, 35 
RES SAS ETI eT CSET SF ERE 1, 067 12, 179 | 8. 50 
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The following amounts for direct subsidies to Air France and associated com- 
panies were appropriated in the national budget for 1950 and 1951: 





y 
Amount appropriated 








Year ee ee ee ~— 

| Freneh franes | oe 

Bhakti ics ds libs deninee RNR cu Locbweicoee 05. _.| 1 2, 026, 996, 000 | 5, 878, 288 
TT ne eidaesuules | 2 2 598, 999, 000 | 7, 537, 000 








1 As of July 1, 1951, subject to revision. Includes 100,000,000 francs for associated companies. 
? As of July 1, 1951, subject to revision. Includes an unstated amount for associated companies. 


Direct subsidies are provided from the national budget only for services 
general significance. Air France and its associates operate many local services in 
the overseas territories of the French Union under agreements with the local 
governments and receive subsidies from such governments. No complete data 
are available as to the terms of such agreements or the amounts of subsidies paid 
under them but in the 16 months ending December 31, 1949, the direct subsidies 
received by Air France were classified in the report of the company as follows: 


_. 





Fee dateeetitbibe 


. . . | United States 
French francs Franc rate dollars 














Under agreements with— 
The French State___. 








| 
2, 160, 000, 000 | $0. 00467 | 10, 087, 200 
The French Union_.. 273, 103, 861 | - 00467 | 1, 275, 395 
French West Indies_. 186, 334, 000 | - 00467 | 870, 180 
e ‘ 
Wace Lee Es | aeeeene, O01 |... 2... 12, 232, 775 





The direct. subsidies thus received in this 16-month period amounted to 8.3 
percent of the total revenues of the company for the period. As already men- 
tioned, they permitted the company to show a profit of 73,172 franes. In 1950 
the direct subsidies received by Air France were stated to be 7.6 percent of 
expenses. 

n September 1949, Air France began to operate a service between Saigon, 
Indochina, and Noumea, New Caledonia, for the account of the local governments 
concerned. New Caledonia, in 1950, contributed a subsidy of 250,000 francs per 
round trip; the amount contributed by Indochina is not available but is believed 
to be larger. No data are available as to the amounts of local subsidies received 
by the subsidiaries and affiliates of Air France, or the extent to which the parent 
company may be considered benefited by such subsidies. 

Air France and its associates are authorized to enter into agreements with vari- 
ous government departments for special services. It has not been found possible 
to determine the existence or the terms of such agreements. 

The national budget occasionally contains provisions for special grants for Air 
France and its associates. In 1948 a total of 32,750,000 francs ($152,943) were 
appropriated to enable Air France to acquire stock in TRAPAS (Transports 
Aeriens du Pacific Sud) and to pay the deficits incurred by this local company 
which has recently ceased operating. In 1949 71,000,000 franes ($331,570) were 
appropriated to cover the share of Air France in the cost of works at the Paris 


airport. 


2. Cost of training of fright personnel.—Under article 6 of the agreement of 
September 20, 1946, the Government undertook, as a provisional measure for 
1946, to reimburse to Air France all direct costs of training of flight personnel 


Bla eae hls for company service, including salaries of instructors and trainees, other operating 

| expenses of the school, and the cost of flight equipment used in the training. 
, Percent - Such costs, which were not to include general overhead, were to be carried in a 

‘Sopeumes separate account and reimbursed in quarterly installments. This arrangement 
es % was in fact continued in subsequent years at least until 1950 when it was stated 
a. RL that Air France no longer had need for the training of additional flight personnel. 
997 | “50 Gl Aside from providing a direct benefit to Air France, this program was designed 
853 ae to replenish the ranks of training commercial aviation personnel depleted during 
o 6.03 the war, and many of the graduates are said to have eventually found employment 


Sis § with private air transport companies. The amounts appropriated for this purpose 
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were not clearly shown in the published budget figures as a separate item, and in 
1948 the Government rejected a proposal made by a legislative committee that 
such amounts be grouped together with the direct subsidy paid to Air France. 
It is believed, however, that the amounts appropriated for the Air France training 
program were included in the item “‘Schools of civil aviation’”’ for which the fo!low- 
ing appropriations were made: 
} | | 
Year | omens Frane rate a 
(French franes) | ; 





I oie Sp oe oe Sc No emcee Reco ee er | 150, 000, 000 $0. OO841 | 1, 261, 500 
BOOT on ees a a ee ee gee | 242, 000, 000 | . 00841 2, 035, 220 
Rc pit Se ee a oak Dg ae 204, 592, 000 | . 00467 1, 375, 745 
1949__ CRETE EERE ATS BE EE 324, 953, 000 | . 00467 | 1, 517, 531 
SE iste thts Ske ck, k speiesa a tins Seiad i aca cilia Soa E As 116, 000, 000 | -0029 | 336, 400 





The proportion of these appropriations used to cover the expenses for the training 
of Air France personnel does not appear from the available published sources. 

By decree of August 28, 1949, a National School of Civil Aviation was estab- 
lished. The purpose. of the school is to train ground personne! as well as flight 
personnel and the extent to which Air France has benefited from the activities of 
the school does not appear from the available sources. As of July 1, 1951, the 
1951 national budget contains, for the first time as a separate item, an appropria- 
tion for this school in the amount of 209,999,000 francs ($608,971). 

3. Provision for equipment.—Under the agreement of September 20, 1946, the 
state was to sell or lend aircraft to Air France on terms to be fixed by a supple- 
mental agreement but no such supplemental agreement was made for several 
years. The first supplemental agreement between the company and the Govern- 
ment was approved on May 31, 1950, but its text was not published. 

It has been unofficially reported that the Government in 1946 turned over to 
Air France 40 Languedoc 161’s and 5 or 6 Latecoere 631 flying boats at the price 
of 1 france each, but this report has been denied by a company official. It may be 
noted that both the Languedocs and the Latecoeres were highly uneconomical in 
operation and that the latter were soon withdrawn from service after a series of 
bad accidents. 

To finance the acquisition of equipment by Air France the national treasury was 
authorized by a series of laws to make loans to the company at 3 percent interest 
up to the following amounts: , 


United States 








Year French franes Franc rate dollars 
Oe oe a ee Sek __| 7,000, 000, 000 $0. 00841 | 58, 870, 000 
0 EE ADSI a Nt eh __| 4, 500, 000, 000 00841 | 37, 845, 000 
ORS ei ah a a aes re eee Shae 5, 600, 000, 000 . 00467 | 26, 152, 000 
OUR sca ccs scennaueenn SE ie PUM, 17, 100, 000, 000 cu | 122, 867, 000 


! 
Of this-amount only 8,055,639,683 francs was considered as having been actually 
used, divided as follows: Flight equipment, 5,274,116,362 franes; ground equip- 
ment, 2,781,523,321 franes. 

In 1949 this debt was converted into an equity capital investment by the state 
in the company. In addition, 1,500 million francs ($4,350,000) were appropriated 
for such investment in 1949, making the total equity capital investment of the 
state stand at 9,555,639,683 franes ($27,711,355). The total capital stock of the 
company, all held by the state, is shown in the company reports and Government 
documents at 10 billion franes ($29 million). The explanation of the difference 
between these two figures does not clearly appear in the available sources, but 
the state may have turned over some other assets to the company. 

The available sources do not permit any judgment as to whether the equipment 
provided by the state for the company in return for capital stock was undervalued. 
Tn 1949 an amount of 7,333,200,000 franes ($34,246,044) was appropriated for 
the Ministry of Air under the heading of ‘‘Production of aireraft for Air France.’’ 
Receipts in an equal amount under the same heading were provided for in the 
budget, possibly indicating a bookkeeping transaction connected with the con- 
version of treasury loans to Air France into capital stock. It was authoritatively 
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explained in the National Assembly that the appropriation was designed to pay 
for aircraft ordered in the United States in 1945 for Air France by the Ministry 
of Air. These aircraft were said to consist of 15 DC-4’s, 13 Constellations, 
26 DC-3’s and 1 Lockheed of an unstated type. It was further stated that 
subsequent procurement of aircraft for Air France was carried on the budget of 
the Ministry of Public Works, Transportation and Tourism. An additional 
appropriation of 320 million franes ($928,000), however, was made late in 1949 
under the same heading in the budget of the Ministry of Air. 

Appropriations in the budgets of the Ministry of Public Works, Transportation 
and Tourism have carried items described as ‘‘aeronautical matériel” and “‘tech- 
nical equipment” for ‘‘civil and commercial aviation.’’ The total appropriations 
in 1946-51 under these headings are shown in the table below, but the available 
sources do not indicate how much of this matériel and equipment, if any, was 
for the use of Air France and how much for other purposes: : 





Apprapriae Appropria- 

, tion for tion for Next tranch rate | United States 

Year aeronautical | technical Total! |, French rate | ~" Gollars 
material! | equipment! 





} 
io oa 75 886 | 961}  $0.00841 | —-8, 082, 010 
BORE | <0 oo nnn pes nn ene eee n nee: 2, 559 1, 630 | 4, 189 | 00841 | 35, 229, 490 
BRS i ise Cet buahGiasiidhywosckeitesa 4,414 2, 442 | 6, 856 | . 00467 | 32, 017, 520 
PI Sia scockhs, Siecle Rice 5, 941 2, 989 | 8, 930 . 00467 41, 703, 100 
BP acsnelidtd sockee nett n eae nmann ag | 2, 606 6,713 | 9,319 | .0029 | 27, 025, 100 
ERS aR oS RS 763 4, 748 | 5, 511 .0029 | 15, 981, 900 








1 In millions of French franes. 
2 As of July 1, 1951, subject to revision. 


After 1948 the procurement of new equipment for Air France was financed by 
treasury loans and guaranties which are discussed in detail below. As late as 
1949, some aircraft used by Air France, notably Junkers JU~—52’s (operated on 
local services in Madagascar) were on loan from the state. In 1949 an ECA grant 
in the amount of $7,125,000 was used by Air France for the purchase of six 
Constellations in the United States. 

Of possible though doubtful ultimate benefit to Air France may be the efforts 
of the French Government to promote the development and production of new 
models of aircraft for commercial transport use. The three types whose develop- 
ment has been particularly pushed are the Breguet 763 two-deckairliners, the 
twin-engine Bretagne 8. O. 30’s, and the four-engine Armagnac S. E. 2010’s. The 
Breguet 763’s are being developed by a private aircraft company, while the 
S. O. 30’s and the 8. E. 2010’s are being developed in state-owned plants. Latest 
reports indicate that Air France has been authorized to order 12 Breguet 763’s 
and 8 Armagnac 8. E. 2010’s, but there still appears to be some doubt whether 
the expected number of aircraft will be actually produced and acquired by the 
company. Air France has generally been reluctant to order French aircraft and 
has shown decided preference for American equipment, exposing itself to criticism 
in the National Assembly as lacking in patriotism. There can be little doubt that 
the purpose of governmental efforts and expenditures for the development and 
production of French transport aircraft is not to help Air France but to stimulate 
the French aircraft manufacturing industry and enhance French prestige. Air 
France has been under pressure to place orders for French aircraft even though 
they admittedly may prove to be more expensive and less economical in operation 
than such American products as Constellations and DC—6’s. 

The total production cost of 40 8. O. 30’s and 15 8. E. 2010's, including engines 
(largely to be imported from the United States) and ancillary equipment was 
estimated at 20,842 million frances ($61.9 million at 1950 frane rate)—7,860 million 
frances for 8S. O. 30’s and 12,982 million franes ($37.7 million) for S. E. 2010’s. Of 
this estimated total, 9,333 million francs-had been appropriated by 1950 and the 
balance, 11,509 million francs, remained to be appropriated in 1950 and subsequent 
years. In 1950 it was stated in the National Assembly that Air France was willing 
to take eight S. E. 2010’s at a price equivalent to the estimated price of Constella- 
tions, 450 million frances per aircraft ($1,305,000), and calculated at 75 million 
franes ($217,500) per year of service over a period of 6 to 8 years. The Govern- 
ment estimated the production cost of each 8S. E. 2010 at 770 million frances if all 
15 were built and expected an.approximate loss of 300 million franes ($870,000) 
on-.each, or a total of 2,400 million francs ($6,960,000) for the eight expected to be 
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ordered by Air France. The private French company TAI (Transports Aeriens 
Intercontinentaux) was said to be willing to buy three 8. E. 2010’s on the same 
terms. (It subsequently ordered three Do-6" ’s, however.) For 1950 a total of 
4, cee francs ($14,210,000) was appropriated for the production of these 
aircraft 

The development and production of French transport aircraft has been aided 
by ECA grants. As of March 31, 1951, ECA grants of $2,306,000, $1,105,000 and 
$4,500,000, respectively, had been made available to the manufacturers of Breguet 
763’s, S. O. 30’s, and 8. E. 2010’s for engines and parts. (The grant of $4,500,000 
was for 54 Pratt & Whitney engines, propellers, and other equipment for 15 
S. E. 2010's.) Additional ECA funds were used for the reequipment of the 
manufacturing plants, including $1,500,000 to facilitate the production of 8. E. 
2010’s. 

Special appropriations have been made since 1948 for the Ministry of Public 
Works, Transportation and Tourism under the headings of ‘‘Contributions to 
the budget of aeronautical construction for studies and prototypes of interest to 
civil and commercial aviation” and “Experimentation and testing of aeronautical 
matériel.’”’ These appropriations, believed to represent in large part the expenses 
of research and development of new types of air transport equipment, are shown 
in the following table: 








Appropria- 
oy tion for United 
studies and experimenta- Total! States 
prototype ! tion and dollars 
| testing ! 


100 . 23, 350, 000 
511 : 16, 746, 620 
457 - 003 16, 985, 300 
325 . 31, 682, 500 


1 In millions of Freneh francs. 
2 As of July 1, 1951, subject to revision. 


It should further be noted that the state-owned aircraft manufacturing plants 
receive large investments of public funds in the form of capital stock and treasury 
loans, and that their operating losses fall on the public. These general capital 
and overhead expenditures are carried on military budgets. 

4. Investment in capital stock—As already stated, the entire capital stock of 
Air France are reorganized under the law of June 16, 1948, amounting to 10 
billion frances, was issued to the French Government, which paid for it largely 
in equipment. 

5. Treasury loans.—The treasury loans made to Air France from 1946 through 
1948 and amounting to 8,055,639, 683 franes were converted into capital stock as 
described in a previous section. In 1949 a further treasury loan of 4,268,476,679 
francs, including a balance of 868,476,679 francs from previous loans not converted 
into equity capital and a new appropriation of 3,400,000,000 francs ($9,860, 000), 
was authorized. As of December 31, 1949, the com any’s indebtedness to the 
state under this authorization sfood at 4,134,763,143 frances ($11,990,800). New 
loans were authorized for 1950 and 1951 in the amount of 3,540,000,000 francs 
($10,266,000) and 3,498,000,000 franes ($10,144,200), respectively. 

These long-term treasury loans designed to finance equipment purchases are 
made on the same terms as treasury loans from the fund of modernization and 
equipment are made to other beneficiaries and particularly to nationalized enter- 
prises. The rate of interest of the loans made since 1949 is not stated in the 
available sources. Repayment was to begin in 1951. These loans are summarized 
in the following table: 


| 
United States 
French francs deflars 


— 


4, 268, 476, 679 12, 378, 582 
4, 134, 763, 143 19, 309, 344 
3, 540, 000; 000 10, 266, 000 
3, 498, 000, 000 10, 144, 200 
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Wi and installations (including,acquisition of real property) -- ..-| 3,398, 275, 000 
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6. Cuaranties-—In view of the Nc nature of the direct subsidy 
granted to Air France, the law of July 21, 1950, which provides that a 5 percent 
dividend on privately held shares is to be entered among the general charges. of 
the company for 15 years beginning January 1, 1951, virtually extends a guaranty 
of dividends to private shareholders. As yet, no shares appear to have been 
transferred into private hands. 

Articles 12 and 13 of the law of June 16, 1948, authorize the Government to 
guarantee the borrowings of Air France. It is understood that some recent bor- 
rowings of the company from private banks have been so guaranteed but details 
are not available. 

7. Exemptions from tazes.—All agreements and transactions entered into pur- 
suant to the law of June 16, 1948, are exempt from documentary and stamp 
taxes. 

Under article 21 of Law No. 49-981 of July 22, 1949, as implemented by de- 
crees and regulations, the construction, repair, modification and importation of 
aircraft. destined for French companies at least 80 percent (bv length) of whose 
routes are operated in international and French Union services outside of metro- 
politan France, and of the material and equipment to be incorporated therein, 
are exempt from the tax on production. Air France comes within the terms of this 
exemption, which is believed to be of substantial financial significance to the 
company. 

8. Airports and aids to navigation.—The national budget of France carries large 
appropriations for various aids to civil and commercial ayiation, including air- 
ports. It is impossible to allocate the benefits of the amounts so appropriated 
among the various users of French airports and navigation facilities since airports 
and airways used for international traffic are open on equal terms to all carriers, 
French and foreign, and many of the facilities are also used by private fliers and 
Government aircraft. The available figures, moreover, do not clearly indicate 
the specific amounts intended to be spent on such facilities since a large proportion 
of the budget falls under the heading cf ‘‘Personnel’’ without adequate identifica- 
tion of the place and type of employment of such personnel. 

As a rough indication of the magnitude of the expenditures involved, the total 
amounts spent or appropriated in the national French budgets for civil and com- 
mercial aviation (including items such as direct subsidies to Air France already 
discussed above, costs of central administration, and expenses for the development 
of private flying) in recent years are shown in the following table: 








| | | 
Capital Operating | Totalex- | ; |United States 
Year expenses ! expenses ! at. penses ! | French rate | dollars 
ne 15, 838 6, 714 22, 552 | $0. 00467 | 105, 317, 840 
SPR ick cl obi inccueet<nseuns 15, 648 7, 575 23, 223 | . 00467 108, 451, 410 
TT eet 19, 334 10, 281 29, 615 | . 0029 85, 883, 500 
Bice nsk- puesakekhreocrteies 18, 981 11, 323 30, 304 | 0029 | — 87,881, 600 


1 In millions of French francs, 

2 Actual expenditures, 

3 Actual expenditures accounted for as of June 30, 1950, subject to revision. 
4 Appropriations as of July 1, 1951, subject to revision. 


The specific items financed by the 1950 capital budg t appropriation of 19,333,- 
959,000 frances ($56,068,481) were as follows: 

















Amount appropriated 
Item ig Dara riaaed Ane iat 
French francs | © — ae 
— — = ae -_ ~—|— 

STEEN ESTED EEL | 2, 605, 777,000 | 7, 56, 753 
Se Te ee ie ececee 6, 712, 836, 000 19, 467, 224 
Studies and prototypes (aeronautical construction) --.................-- 5, 400, 000, 000 | 15, 660, 000 
Ex entation and testing of aeronautical matériel... __...-..........- 456, 853, 000 | 1, 324,874 
9, 854, 998 





It will be seen that the largest amounts were appropriated for the development, 
production, and purehase of aircraft, but the item ‘‘Works and installations’’ is 
believed to be principally devoted to the construction and improvement of air- 
ports and airway facilities. 
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Of the 1950 appropriations for operating expenses, 1,912 million francs were 
said to be for meteorological services, while 832,454,805 francs are clearly assign- 
able to airport operation. 

Some services, such as radio-communications and search and rescue, are made 
available to commercial airlines in some outlying parts of the French Union by 
the French Air Force, and the expense of such services is not carried on the civil 
aviation budget. The French national budget covers the bulk of the expenses 
for the establishment and operation in the overseas territories of the French 
Union of the facilities used by trunk airlines, but the local budgets contribute to 
the expenses of facilities used primarily by local air services. Only fragmentary 
data are available as to such contributions but they appear to have been of the 
order of 100,000,000 frances ($480,000) in 1948. These expenditures facilitate 
the local operations of Air France and its subsidiaries. 

In metropolitan France the expenses of airport establishment and operation 
are shared by municipalities and local chambers of commerce, which receive a 
large proportion of the receipts such as landing fees and rents. The national 
Government’s share in such receipts was 87 million franes in 1948 and was expected 
to be 150 million francs in 1951. 

The most important airport in France is that of Paris which has been estab- 
lished largely at national expense. Figures of the total expenses on the develop- 
ment and operation of the Paris Airport are not publicly available. In 1950 the 
national Government made available to the airport of Paris a loan of 1 billion 
frances ($2,900,000) for 30 years at 6 percent interest. One-half of this loan, 
500,000,000 frances ($1,450,000), came from the ECA counterpart fund. A 
further loan of 350 million franes from the counterpart fund has been approved 
in principle for 1951. The national budget for 1951 further provides, for the 
first time, an outright operating subsidy of 196 million franes ($568,400) for the 
Paris Airport. 

As previously indicated, Air France cannot be said to be the exclusive or the 
preferred beneficiary of public expenditures for airports and aids to navigation. 
It does, however, benefit considerably by such expenditures. This is particularly 
true of facilities in the overseas territories where Air France, or one of its sub- 
sidiaries, is frequently the sole commercial operator. It is impossible, however, 
on the basis of available sources, to allocate to Air France a definite proportion 
of the expenditures for such facilities. 

9. Other indirect aids.—It has been reported without contradiction that Air 
France avoids losses on foreign exchange in blocked sterling or ‘‘soft’’ currency 
areas by turning over such currency to the French embassies for local utilization 
in the countries involved, receiving credit in full. 

French currency restrictions work in various ways to the advantage of Air 
France. For example, it is often easier for a Frenchman to pay in frances for his 
travel by Air France than to obtain “hard” currency to pay for transportation 
by a foreign airline. 

Another practice which discriminates against American carriers in favor of 
Air France is the requirement that fuel, oil, and lubricants purchased in francs 
for American aircraft be paid for in United States dollars. 

It is reported that French Government officials are required to use the facilities 
of Air France for official travel wherever available. 


ECA AID 


As already indicated, Air France has benefited, directly or indirectly, by the 
dollars made available to France by the ECA under the European recovery pro- 
gram and by the franes held in the counterpart fund. The ECA dollar grants 
are not directly reflected in the accounts of Air France, since an equivalent amount 
in franes must be deposited with the counterpart fund. The grant of $7,125,000 
for the purchase of six Constellations nevertheless made possible the acquisition 
of these aircraft for which the French Government might have otherwise lacked 
‘hard’ currency. Of less direct and more doubtful benefit to Air France have 
been the ECA grants to facilitate the production of Breguet 763’s ($2,306,000) 
and SE2010’s ($6,000,000). Counterpart funds have apparently not been used 
for the direct benefit of Air France. Indirectly, Air France may be said to have 
benefited though not on an exclusive basis through the 850 million francs 
($2,465,000) made available to the Paris Airport in loans ‘from the counterpart 
fund, and possibly also from a grant of 394 million frances from the counterpart 
fund for the reconstruction of war-damaged French aircraft plants. 
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There is reason to believe that the specific figures of ECA grants and counter- 
part fund loans and grants as given above are incomplete since the total amount 
of paid shipments to France of aircraft, engines, parts, and related equipment 
under the ECA program as of March 31, 1951 ($39,017,000), far exceeds the 
total shown for the same period in detail ($16,436,000). 


GENERAL SUMMARY 


The definitely ascertainable amounts of financial aid received by Air France 
from the French public authorities in recent years may be summarized as follows: 


1. DIRECT SUBSIDY 


A. FroM THE NATIONAL TREASURY 





a ia United States 
French franes Franc rate dollars 


$0. 00841 
. 00841 

. 00467 | 

. 00467 | 
i 


. 


SySesE 


. 0029 
. 0029 


SIA ST PH 


SSReSz 
ASPV ES 





| 


B,. FRENcH OVERSEAS TERRITORIES 


! i 
| 459, 437, 861 $0. 00467 2, 145, 575 


2. GRANTS FOR SPECIAL PURPOSES FROM THE NATIONAL TREASURY TO AIR 
FRANCE AND ITS SUBSIDARIES 





$0. 00467 | 152, 943 
- 00467 | 331, 570 





3. INVESTMENT IN CAPITAL STOCK 


| 10, 000, 000, 000 


4, TREASURY LOANS 


$0. 00467 | 46, 700, 000 


| 4,134,763,143 | ° $0. 00467 | 19, 309, 344 
3, 540, 000, 000 | 0029 | 10, 266, 000 
3, 498, 000, 000 | 0029 | 10, 144, 200 


1 Appropriations as of July 1, 1951, subject to revision. Includes subsidies to associated companies. 
216 months ending Dec. 31, 1949. 

3 Expended as of Dec. 31, 1949. 

4 Authorized as of July 1, 1951. 


Not definitely ascertainable on the basis of available published sources are the 
amounts of government expenditures for the training of Air France flight person- 
nel, and for equipment used by Air France and not otherwise accounted for. 
Also not ascertainable is the amount of borrowings from private sources guaranteed 
by the government. It is, furthermore, impossible to estimate specifically the 
benefits accruing to Air France from public expenditures on the development 
and production of new French transport aircraft, and on airports and navigation 
aids, from exemptions from taxes, from currency restrictions and practices, and 
from the preference given to Air France for official travel. Air France has also 
benefited directly and indirectly through ECA grants. 

: PRINCIPAL SOURCES USED 

Air Franece’s annual report for the period of September 1, 1948, to December 
31, 1949: interview with M. Montarnal, financial manager of Air France, La Vie 
des Transports (Paris), October 21, 1950; Journal Officiel de la Republique 
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Francaise, comprising Lois et Deecrets, Debats Parlementaires, Documents 
Parlementaires and Annexes Administratives, particularly the following: Decree 
No. 46-2045, Lois et Decrets, 1946, p. 8124: Law No. 48-976, Lois et Decrets, 
1948, p. 5863; Law No. 49-981, Lois et Decrets, 1949, p. 7214; Decree of March 
16, 1950, Lois et Deerets, 1950, p. 3068; Law No. 50-824, Lois et Decrets, 1950, 
p. 7866; Notice No. 372, Lois et Decrets, 1949, p. 821: Report in the name of 
Commission on the Means of Communications, National Assembly, by M. 
Livry-Level, Documents Parlementaires, Assemblee Nationale, 1947, p. 1573, 
Annex No. 1953; report in the name of the Finance Commission of the National 
Assembly by M. Blockuaux, Documents Parlementaires, Assemblee Nationale, 1949 
p. 1236, Annex No. 7686; Debats Parlemeataires, Assemblee Nationale, 1949, p. 
3708-3709; ibid., 1950, pp. 4977, 5769 ff.; report. of Cour des Comptes for 1948-49, 
Annexe Administrative, 1950, p. 139 (June 30, 1950); various budget laws and 
decrees as published in Lois et Decrets; accounts of budgetary expenditures for 
1948 and 1949, as published in Lois et Decrets, 1950, pp. 4927, 8326; ICAO, Statis- 
tical Summaries: United States Economic Cooperation Administration, release No. 
1496, May 26, 1950, and file data; United States Department of State, unclassified 
files; United States Civil Aeronautics Board, Societe Nationale Air France 
(mimeographed, September 24, 1947): Revue Generale de |’ Air (Paris), 1946-51; 
The Aeroplane (London), June 15, 1951: Lissitzyn, International Air Transport 
and National Policy (New York, 1942) and sources there cited; personal interviews 
and notes of Mr. Selig Altschul; periodical files: air travel guides. 


APPENDIX A 
ForEeIGn Ark CARRIER PERMIT 


Air France is hereby authorized, subject to the provisions hereinafter set forth, 
the provisions of the Civil Aeronautics Act of 1938, as amended, and the orders, 
rules, and regulations issued thereunder, to engage in foreign air transporation 
with respect to persons, property, and mail between a terminal point in France, 
intermediate points in the United Kingdom, Fire, Iceland, Greenland, Laborador, 
Newfoundland, the Azores, and Bermuda, and the coterminal points Boston, 
Mass.: New York, N. Y., and Washington, D. C. 

The holder hereof shall conform to the airworthiness and airman-competency 
requirements prescribed by the Government of the French Repbuliec for Frerich 
international air service. 

This permit, as amended, shall be subject to all applicable provisions of any 
treaty, convention, or agreement affecting international sir transportation to 
which the United States and the French Republic shall be parties, now in effect 
or that may become effective during the period this permit remains in effect. 

The exercise of the privileges granted hereby shall be subject to such reasonable 
terms, conditions, and limitations required by the public interest as may from 
time to time be prescribed by the Board. 

This permit, as amended, shall be effective from the date of the approval by 
the President of the United States. Unless terminated at an earlier date pursuant 
to the terms hereof or of the Bilateral Air Transport Agreement between the United 
States and the French Republic effective March 27, 1946, this permit, as amended, 
subject to the provision of any applicable treaty, convention, or agreement, shall 
terminate (1) upon the effective date of any treaty, convention, or agreement, or 
amendment thereto, which shall have the effect of eliminating the route hereby 
authorized from the routes which may be operated by airlines designated by the 
French Republic, or (2) upon the effective date of any permit granted by the Board 
to some other carrier designated by the French Republic in lieu of the holder 
he-eof pursuant to any sich treaty, convention, or agreement, or amendment 
thereto, relating to air-transport services, or (3) upon the termination or expiration 
o: the said Bilateral Air Transport Agreement: Provided, however, That if prior 
to the occurrence of the event spe*ified in this clause (3) the operation of the 
civil air-transport services therein athorized become the subject of any treaty, 
convention, or agreement to which the United States and the French Republic 
may become pariies, then and in tha’ event this permit, as amended, is continued 
in effect during the period provided in such treaty, eonvention, or agreement. 

In witness whereof, the Civil Aeronautics Board has caused this* permit, as 
amended, to be executed by its Chairman and the seal of the Board to be affixed 
th attested by the Secretary of the Board, on the 10th day of December 

Approved: 

Harry 8. Truman, 
Tue Wuite House, December 23, 1946. 
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Air France is hereby authorized subject to the provisions hereinafter set forth, 
the provisions of the Civil Aeronautics Act of 1938, as amended, and the orders, 
rules, and regulations issued thereunder, to engage in foreign air transportation 
with respect to persons, proverty, and mail between e, terminal point in France, 
intermediate points in the United Kingdom, Eire, Iceland, Greenland, Labrador, 
Newfoundland, and the Azores, the intermediate point Montreal, Canada, and 
the terminal point, Chicago, II. 

The holder hereof shall conform to the airworthiness and airman-competency 
requirements prescribed by the Government of the French Republic of French 
international air service. 

This permit, as amended, shall be sulyject to all applicable provisions of any 
treaty, convention, or agreement effeciing internations! air transportation to 
which the United States and the French Republic shall be parties, now in effect 
or that may become effective during the period this permit remains in effect. 

The exercise of the privilezes granted hereby sh-ll be subject to such reason- 
able terms, conditions, and limitations required by the public interest as may 
from time to time be prescribed by the Board. 

This permit, 2s amended, shall be effective from the date of its approval by 
the President of the United States. Unless terminated at an earlier date pur- 
suant to the terms hereof or of the Bileteral Air Transport Agreement between 
the United States and the French Republic, effective March 27, 1946, this per- 
mit, 2s amended, subject to the provisions of any applicable treaty, convention, 
or agreement, shall terminate (1) upon the effective date of eny treaty, conven- 
tion, or agreement, or amendment thereto, which shell have the effect of elimi- 
nating the route hereby authorized from the routes which may be operated by 
airlines designated by the French Republic, or (2) upon the effective date of any 

rmit granted by the Board to some other carrier designated by the French 
Republic in lieu of the holder hereof pursuant to any such treaty, convention, or 
agreement, or amendment thereto, relating to air-transvort services, or (3) upon 
the termination or expiration of the ssid Bileteral Air Transport Agreement: 
Provided, however, Th>t if * rior to the occurrence of the event s>ecified in this 
eleause (3) the onerstion of the civil eir-tr. .nssort services therein cuthorized be- 
come the subject of any treaty, convention, or agreement to which the United 
States and the French Republic may become parties, then and in that event this 
permit, 2s amended, is continued in effect during the period provided in such 
treaty, convention, or agreement. 

In witness whereof, the Civil Aeronautics Board has caused this permit, as 
amended, to be executed by its Chairman and the seal of the Board to be affixed 
hereto, attested by the Secretary of the Board, on the 10th day of December 
1946. 

Approved: 

Harry 8. Truman. 

Tue Wurre House, December 23, 1948. 


SUPPLEMENTARY Report, Arr FRANCE 


This report is submitted as supplementary analysis on Air France. ° 






MAIL PAYMENTS 


It is stated in unclassified reports that the terms of the agreement concerning 
the carriage of domestic air mail by Air France have not been made public. A 
source states, however, that this agreement provides for the operation of special 
domestic airlines for the exclusive transportation of mail, with all operating ex- 

enses, as shown in special accounts, to be reimbursed in their entirety by the 

rench Postal Administration. The lines so operated are Paris-Nice and Paris- 
Bordeaux-Toulouse-Pau. Their operation expenses were as follows: 

French frances 

RU get dca ie cts 102, 424, 902 

er oe oe a ee) “pe : 162, 311, 260 

Phils 5 sides cig bec on as 212, 172, 963 


The amounts expended in 1949 and 1950 have not yet been audited, and reim- 
bursement has not yet taken place. The source does not indicate whether these 
expenses and receipts are included in the general accounts of the company. Typi- 
cal rates paid to Air France for the transportation of letter mail within the French 
Union are as follows: 
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(a) From France to French West Africa, Togo, French Equatorial Africa, and 
the Cameroons: 2,898 frances per kilogram. 

(6) From France to Indochina and Madagascar: 5,670 franes per kilogram. 

(c) From France to French North Africa: 334 francs per kilogram. 


GOVERNMENT AID 


1. Direct subsidies.—The subsidy rates by type of aircraft per kilometer flown, 
as provisionally fixed for 1946 by the agreement of September 20, 1946, between 
Air France and the Government, appear to have been revised both for 1946 and 
for subsequent years. These rates, fixed retroactively so as to take into account 
the conditions and results of completed operating programs, were as follows from 
1946 to 1949 by type of aircraft: 


Constellations 
DU-4. _.3..... 
Languedoc 161- 


Lockheed 14, 18, 60 
Goeland 
Liore 246 








A restricted source indicates that the total subsidy paid to Air France for 1950 
from the National Treasury to June 25, 1951, was 1,766,000,000 francs. It is 
presumed that further payments for 1950 are to be made as accounts are submitted 
and approved, ; 

2. Training of flight personnel for Air France.—It is stated in the unclassified 


report that the precise amounts of expenses reimbursed by the Government to 
Air France for the training of flight personnel for company service cannot be 
determined on the basis of available published sources. A restricted source 
gives these amounts as follows: 


United States 
dollars 





French francs Franc rate 


145, 000, 000 $0. 00841 1, 219, 450 
233, 193, 547 | . 00841 1, 961, 158 
235, 281, 000 | - 00467 1, 098, 762 
275, 247, 827 | . 00467 1, 285, 207 








The source adds that since January 1, 1950, the expenditures incurred in this 
respect have been borne by Air France. 

3. Provision of equipment.—Immediately after the war, the Government 
temporarily placed at the disposal of Air France a number of Junkers JU-—52’s 
against the payment of 1 franc per kilometer to enable the company to resume 
its activities. 

Air France has also benefited from Government assistance in the purchase of 
Languedocs 161. 

A high-ranking officer of the French War Ministry advised Mr. Altschul in a 
personal interview in October 1950 in Paris that Air France received all of its 
original 40 Languedoes and 5 or 6 Latecoere seaplanes from the French Govern- 
ment at a price of only 1 frane each. (The Latecoere’s were grounded before they 
were placed in commercial service.) This assertion has been officially denied by 
Air France spokesmen. However, no conclusive proof in support of this denial 
is available. For that matter, the accounts of Air France’s financial statements 
are so involved, as previously noted, it is difficult to confirm that-only 1 franc 
each was paid for the equipment indicated. Some substance to this statements 
may be found in the subsequent reference by Air France’s financial director a few 
years ago that the company’s assets were so completely depreciated on the books 
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that very little more depreciation could be charged. This is not conclusive proof, 
narevee, to substantiate the statement attributed to the French War Ministry 
officer. 

4. Other indirect aid.—The requirement that American carriers pay in dollars 
for fuel, oil, and lubricants purchased in France has existed in practice since 1946. 

It is reported by Pan American World Airways that in some French colonies 
French officials who find it necessary to travel by an airline other than Air France 
are required to purchase tickets and make all arrangements through that 
company. 


ARGENTINE AIRLINES 
(AEROLINEAS ARGENTINAS) 
GENERAL 


Argentina has only recently developed the ambition to play a significant role in 
international air transportation. Until World War II, all of the trunk-line 
services to Argentina were provided by foreign companies—Pan American 
Airways, Panagra, Air France, and Syndicato Candor, ‘a Lufthansa subsidiary. 
Domestic and short-haul international airlines were also developed largely by 
foreign interests, principally French. Aeroposta Argentina, originally organized 
in 1927 as a subsidiary by the French company, Compagnie Generale Aero- 
postale, was taken over by the Argentine Government in 1931 when the parent 
company went bankrupt. In 1936 Aeroposta was purchased by private Argentine 
investors. Two smaller private companies, operating short-haul services, had 
appeared by 1940. One of them was under Italian influence. In 1940 the Argen- 
tine Air Force began the operation of scheduled services to the remote parts of the 
country. 

Argentina, a country with a relatively small population and limited resources, 
depends heavily on exports of food and raw materials. Manufactured goods are 
largely imported from the United States and Europe. There is a real need for air 
transportation between these areas and Argentina, but since foreign airlines have 
long provided such transportation it is believed that the development of inter- 
continental services by the Argentine Airlines has been motivated mostly by 
prestige and possible use in a future emergency when foreign-operated services 
might be interrupted. Domestic services are believed to have more immediate 
commercial justification. 

ORGANIZATION 


The postwar Argentine policy toward commercial aviation was developed in 
1945 and implemented in 1946. There were to be four ‘‘mixed’’ companies in 
which the state was to hold a minority interest. Three of these companies were to 
operate primarily domestic routes, and were to have a capital of 10,000,000 pesos 
each, of which 2,000,000 pesos were ‘to be invested by the state and 8,000,000 
pesos by private persons. A dividend of 5 percent was guaranteed and the 
Government was to cover all losses including this dividend. These three com- 
panies were: Aeroposta Argentina, 8. M., which succeeded the prewar Aeroposta 
and operated largely in the south and southwest; Aviacion del Litoral Fluvial 
Argentino, 8. M. (ALFA), for operations in the northeast; and Zonas Oeste y 
Norte de Aerolineas Argentinas, 8. M. (ZONDA), serving the central and north- 
western regions. The organization of these three operators as mixed companies 
was accomplished in 1946 and 1947 by various decrees. In addition, services on 
some highly uneconomical domestic routes continued to be directly operated by 
the air force under the name of Lineas Aereas del Estado (LADE). In 1950 
LADE was detached from the air force and placed under the Ministry of Aero- 
nautics. 

The fourth company, established by the decrees No. 34, 682—45 of December 
31, 1945, and No. 4,157—46 of February 8, 1946, was Flota Aerea Mercante Argen- 
tina (FAMA). Its function was to operated international services. Its author- 
ized capital was 150,000,000 pesos ($35,460,000) in 1,000-pesos shares. The 
state was to take one-third (50,000,000 pesos) of the capital and was entitled to 
appoint three of the nine members of the board of directors, as well as the presi- 
dent and vice president, both of whom had the right to veto decisions they believed 
to be contrary to the public interest. A similar veto power was reserved for the 
Secretariat of Aeronautics of the Argentine Government. As in the case of the 
other three companies, the state guaranteed a 5-percent dividend and covered all 
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losses up to and including this dividend. Actually 50,000,000 pesos of stock was 
issued to the public while the state took shares in the amount of 47,515,000 pesos. 

Heavy operating losses incurred by the four mixed companies (see below) and 
other considerations led the Argentine Government to abandon the experiment. 
By decree No. 10,479-49 of May 3, 1949, the four companies were nationalized. 
Privately held stock was to be called in on terms to be determined by the Minister 
of Finance and the Minister of Economy. According to subsequent unofficial 
reports, this stock was redeemed by the Government at nominal value plus 
5 percent. 

The four nationalized companies were reorganized into a single governmental 
agency, Aerolineas Argentinas, under decrees No. 26,099 of December 20, 1950, 
and No. 26,100 of December 26, 1950. This agency is a legal entity and is 
administered by a general manager and an administrative council appointed by 
the Government. Its budget is included in the national budget. The name 
“FAMA” has continued to be used as a trade name for its international services. 


ROUTES 


In addition to an extensive domestic network, Argentine Airlines operates 
trunk services from Buenos Aires to New York via Rio de Janeiro, Belem, Trini- 
dad, and Habana; and Lisbon, Madrid, Rome, Paris, London, Amsterdam, and 
Frankfurt in Europe via Rio de Janeiro and Dakar. DC-—6’s are used on these 
services. Currently one round trip a week is operated between Buenos Aires 
and New York. 

Short-haul international services are flown from Buenos Aires to Montevideo, 
Asuncion, and Santiago. 

The services of Argentine Airlines in the route between Buenos Aires and 
New York are operated under the authority of a permit issued by the Civil 
Aeronautics Board and approved on January 23, 1950. On this route the Argen- 
tine Airlines competes with Pan American World Airways, Inc., and Pan American 
Grace Airways, Inc. To a lesser extent it also competes with Braniff Inter- 
national Airways and several other United States carriers. 


A bilateral air-transport agreement between Argentina and the United States 
was signed on May 1, 1947, but is not yet in force. 


FLIGHT EQUIPMENT 


In 1950 the operating fleet of Argentine Airlines was reported to consist of: 
26 DC-3’s, 9 DC-4’s, 6 DC-6’s, 3 Convair liners, 3 Short Sandringham flying 
boats. Most of the engines are of United States manufacture. 


OWNERSHIP AND CONTROL 


As already stated, Argentine Airlines is owned and controlled by the Argentine 
ee It is operated as an autonomous Government agency. (See 
above. 


FINANCIAL POSITION 


‘The balance sheets and financial statements of Argentine Airlines are not 
‘available, 


EARNINGS 


(Nore.—Foreign exchange fluctuations assume major significance in convert- 
ing Argentina pesos into United States dollars. Various exchange quotations 
appear for the Argentine peso in the form of the “official,” “‘base,’’ and ‘“‘free’’ 
rates. In the free rate itself there appear to be wide spreads between the “buy- 
ing” and “selling” quotations. For purposes of this study, the “selling” quota- 
tions in the free rate have been applied consistently. From 1945 on, the “‘selling”’ 
rate was declared to be $0.02364 for the Argentine peso. On October 3, 1949, 
devaluation brought this declared rate down to $0.1642 per United States dollar. 
Again on August 29, 1950, further devaluation reduced the declared “‘selling’’ rate 
in the alleged free market to $0.1333 per Argentine peso. In other words, 7.5 
pesos are presumed to be exchanged for 1 United States dollar. Yet, as will be 
seen in the report, an American carrier can convert pesos into dollars at a free 
rate of 14 pesos per United States dollar. This condition highlights the tenuous 
note of the so-called free rate. Nevertheless, such “free selling’? rates are the 


only ones available which can be applied to the exchange conversions found 
necessary in this report.) 
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Argentine Airlines and its predecessors have operated at heavy losses for a 
number of years. According to one source, FAMA made a profit of approxi- 
mately 2,500,000 pesos ($591,000) in 1946, the year in which it began operating, 
but all four companies are reported to have lost a total of 798,790 pesos ($188,834) 


— year. tailed figures of losses by companies are available for 1947 and 
948: 

















Company Pesos United States dollars 
sili ——__——| fone - 
1947 1948 1947 1948 
— -_——$—$$ | —_ — { —$_$$—__________ 
4,999,365 | 6,492,261 | 1, 181, 850 | 1, 634, 771 
8, 729,909 | 11,927,238 | 2, 063, 750 | 2, 819, 599 
22, 530, 921 | 46, 418,096 | 5,326, 310 10, 973, 238 
6,990,119 | 10,706,476 | 1, 652, 464 | 2, 531, 011 
43, 260,314 | 75,544,071 | 10,224,374 | —-17, 858, 619 





These figures include the guaranteed 5 percent dividends. It will be seen that 
FAMA was by far the heaviest loser. For 1949, the year of nationalization, the 
combined losses of the four companies have been variously reported as 80 million, 
100 million, and 120 million pesos (at the exchange rate of $0.2364, this is equiva- 
lent to $18,912,000, $23,640,000, and $28,368,000). The last figure is from a 
source which is believed to be reliable. In 1950 Argentine Airlines lost 67,716,826 
pesos ($11,119,103 at the $0.1642 rate). 

No figures of depreciation charges are available, except for Aeroposta, whose 
total provision for amortization in 1948 was 1,822,473 pesos, including 1,311,820 
pesos for depreciation of flight equipment. In 1947 Aeroposta’s provision for 
amortization was 1,297,439 pesos. hese charges were far short of covering the 
cash losses of the company. 


MAIL PAYMENTS 


No detailed figures of the mail revenues of Argentine Airlines are available. 
In 1948 FAMA is reported to have received 2,610,356 pesos for carrying 52,311 
kilograms of mail to foreign countries. This amount seems insignificant in com- 
parison with its loss of 46,418,096 pesos in that year. In the same year, Aeroposta 
received 807,359 pesos for carrying domestic mail at the rate of 20 pesos per 
kilogram of letters and 4 pesos per kilogram of other matter. Letter mail revenue 
was 781,238 pesos. The total revenues of the company were 8,152,857 pesos. 
Mail payments thus accounted for less than 10 percent of all revenues. In 1947, 
when the rate was higher (36 pesos per kilogram of letters), mail accounted for 
893,518 pesos of Aeroposta’s total revenue of 3,574,281 pesos, or 22.2 percent. 


GOVERNMENT AID 


Complete information on the forms and amounts of aid received by Argentine 
Airlines from the Government is not available. Direct subsidy, capital invest- 
ment, loans, exemptions from taxes, and provision of ground facilities are all 
used to lighten the financial burden of Argentine Airlines. Some exchange con- 
trol practices are also believed to have been of benefit to the airlines. 

1. Direct subsidy.—As already stated, before the nationalization in 1949, the 
four mixed companies had their deficits, including a 5-percent dividend, covered 
by the Government. Since the budget of Argentine Airlines is now included 
in the national budget, its deficits are likewise covered from the national treasury. 
For the amounts involved, see under ‘‘Earnings’’ above. 

2. Capital investment.—As mentioned above, the state invested 2,000,000 pesos 
in each of the three mixed companies engaged in domestic operations and 47,515,- 
000 pesos in FAMA, or a total of 53,515,000 pesos ($12,650,946). When the com- 
panies were nationalized, the privately held stock was reported to have been 
redeemed by the Government with a 5 percent interest. Since the total stock 
in private hands amounted to some 74,000,000 pesos (50,000,000 pesos of FAMA 
stock and 8,000,000 pesos of the stock of each of the three other companies), 
the cost of this redemption to the Government must have been about 77,700,000 
pesos ($18,368,280 at the rate of $0.2364). 
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3. Loans.—The mixed companies at times received loans from the treasury 
or the national bank. Thus, when FAMA was formed in 1946 the Banco de la 
Nacion Argentina (National Bank) was authorized to extend credit in the amount 
of 20,000,000 pesos ($4,728,000 at the rate of $0.2364) to the new company. 
Aeroposta Argentina had, as of December 31, 1948, bank credit in the amount of 
9,399,365 pesos ($2,222,010 at the rate of $0.2364) on the certification of the 
Secretariat of Transport: Complete information on such transactions is not 
available. 

4. Tax exemptions.—Argentine Airlines is exempt from a variety of taxes, 
including income tax, taxes of fuel and lubricants, customs duties on equipment 
and material, and stamp taxes. 

5. Provision of ground facilities—The Government provides ground facilities 
for Argentine Airlines, including radio and weather services. The extent and 
cost of such facilities cannot be determined on the basis of available sources. 

6. Exchange control practices.—Argentine pesos accepted by foreign airlines 
from nonresidents are not convertible into foreign currencies and not available for 
use in covering current local expenses, but remain in a blocked account. Pan 
American and Panagra are reported to have accumulated blocked peso accounts 
which at the free market rate today have a value of over $1 million. Argentine 
Airlines, when it has to cover fuel bills or other expenses in the United States, can 
obtain dollars from the Central Bank of Argentina at the rate of 7.5 pesos per 
United States dollar. An American carrier, however, converts pesos into dollars 
at the current free market rate of over 14 pesos per United States dollar. 

7. Other indirect aid—The Argentine Government partially supports air clubs 
which give basic civil aviation training. The Argentine Government employees 
are reported to be required to travel by Argentine Airlines whenever possible. 


GENERAL SUMMARY 


The definitely ascertainable Government aid has been given to Argentine 
Airlines and its predecessors largely in the form of deficit-covering subsidies 
which have been as follows: 


| United States 
| 


Pesos dollars 


798, 790 | 188, 834 

43, 250,314 | 10, 224, 374 
75, 544, 071 17, 858, 618 
80, 000, 000 18, 912, 000 

to to 
120, 000, 000 28, 368, 000 
67, 716, 826 | 11, 119, 103 
| 





Until 1949 these figures include 5-percent dividends on privately held stock. 
The Government has also invested in the capital of the airlines the following 
amounts: 


United States 
dollars 





12, 650, 946 


Considerable amounts of capital—20,000,000 pesos in 1946 ($4,728,000)—were 
also made available to the airlines in the form of loans from the treasury or the 
national bank. 

Argentine Airlines has further benefited from tax exemptions, Government 
expenditures on ground facilities, and exchange-control practices. 


PRINCIPAL SOURCES USED 


Argentina, Boletin Oficial; Aeroposta Argentina, 8S. M.; Annual Report for 
1948; Aurelio Gonzales Climent and Julio Palavea, Las Sociedades de Economia 
Mista y la Aeronavegacion Comercial en la Argentina, Revista de Economia 
Argentina, vol. 48, Nov. 374-375, p. 205 (1949); Foreign Commerce Weekly; 
Foreign Air News Digest; Interavia; World Aviation Annual 1948; Janes All the 
World’s Aircraft, 1950-51; The Aeroplane, June 15, 1951; United States Depart- 
ment of State, unclassified files; periodical files; air-travel guides. 
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SUPPLEMENTARY Report, ARGENTINE AIRLINES 


It is reported that Argentine Airlines in Buenos Aires has been making tariff 
concessions to passengers and quoting a lower rate of exchange than that agreed 
and specific cases have been found of sales of passages to the United States at 
11.50 pesos per dollar against the rate of 14.03 per dollar used by American 
carriers. There are indications that this practice has now been discontinued. 


BRITISH OVERSEAS AIRWAYS CORP. (BOAC) AND BRITISH 
EUROPEAN ATRWAYS CORP. (BEA) 


GENERAL 


Great Britain, a nation of seafarers and merchants, has looked upon air power 
and commercial aviation as a natural complement to her sea power and ocean 
shipping. It is heavily dependent upon international trade for food and raw 
materials and has to export manufactured goods or provide services in order to 

y for the imports. In addition to serving these varied commercial interests, 

ritish airlines have been regarded as a direct source of foreign exchange. The 
British aviation policy has also been motivated by the importance of holding the 
vast empire together, by the necessity for providing an outlet for the British 
aircraft manufacturing industry, and by military and political considerations. 


THE CORPORATIONS 


The two chosen instruments of British commercial aviation policy, British 
Overseas Airways Corp. (BOAC) and British European Airways Corp. (BEA) 
are known together as the corporations. A _ third chosen instrument, 
British South American Airways Corp. (BSAA), existed from August 1, 1946 
to July 30, 1949, when it was merged with BOAC. Since BOAC is a successor, 
to BSAA, the latter is also covered in this report. 

British Overseas Airways Corp. came into being on April 1, 1940, pursuant to 
the British Overseas Airways Act, 1939, and assumed the assets and operations 
of predominantly privately owned Imperial Airways, Ltd., and privately owned 
British Airways, Ltd. 

Under the Civilian Aviation Act, 1946, two new corporations were established 
as of August 1, 1946; British European Airways Corp. was organized on the basis 
of the British European Airways division on BOAC and also took over as of 
February 1, 1947, the domestic services in the United Kingdom previously 
operated by small private companies grouped during the war into the Associated 
Airways Joint Committee. British South American Airways Corp. succeeded 
to the operations of British South American Airways, Ltd., a private company 
formed by five British shipping companies. At present, the two remaining cor- 
»orations operate under the provision of the Air Corporations Act, 1949, which 

as consolidated and superseded prior legislation. 

The corporations, with their associates, enjoy complete legal monopoly of 
British-flag scheduled commercial air transport services in the United Kingdom 
and between the United Kingdom and other countries served. For several vears 
a liberal policy has been pursued, however, in allowing certain private companies 
to become ‘associates’? of BEA for the purpose of operating some domestic 
routes. 

The corporations are required to follow directions of a general character given 
by the Minister of Civil Aviation in relation to matters appearing to the Minister 
to affect the national interest; and they are expected to operate ‘‘national interest” 
routes which are commercially unprofitable. 

fach of the two corporations has several subsidiaries and interest in certain 
other companies. They divide between them (57 percent for BOAC and 42 per- 
cent for BEA) virtually all of the stock of International Aeradio, Ltd., which pro- 
vides many of the radio and related services to the two corporations. The other 
major subsidiaries and interests are listed below: 

BOAC.—The wholly owned subsidiaries of BOAC are: Aden Airways, Ltd.; 
Bahamas Airways, Ltd.; and British West Indian Airways, Ltd. 

The companies in which BOAC has an iaterest include British Commonwealth 
Pacific Airlines (20 percent); Tasman Empire Airways (20 percent); Aer Lingus 
Teoranta (10 percent); Malayan Airways, Ltd. (10 percent); Aeronautical Radio 
of Siam, Ltd.; Bermuda Development Co., Ltd.; Egyptian Aircraft Engineering 
Co., 8S. A. R.; and Palestine Air Transport, Ltd. 
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RBEA.—Gibraltar Airways, Ltd. (51 percent); Cyprus Airways, Ltd. (46 percent. 
in 1950); Malta Airways, Ltd. (34 percent); Aer Lingus Teoranta (30 percent) ; 
Alitalia (30 percent). 

ROUTES 


At the latest report, the unduplicated route mileage of the two corporations was 
as follows: BOAC, 65,940; BEA, 13,351. BOAC operates largely outside of 
Europe. In the East, its routes, passing through various points in Europe, the 
Middle East and Southeast Asia, extend as far as Tokyo and Sidney. o the 
south, services are operated via Tripoli and via Cairo to points in Central and 
South Africa as far as Johannesburg. ‘There is also an extension to Lagos and 
Accra in West Africa. 

Across the Atlantic BOAC operates services to Montreal and to Boston and New 
York via intermediate points or nonstop. Currently, 12 round trips a week are 
operated between London and New York, of which seven are nonstop. Strato- 
cruisers are used on this service. OAC also operates a route across the South 
Atlantic from London via intermediate points to Rio de Janiero, Montevideo, 
Buenos Aires, and Santiago. Another route is from London to Miami via Lisbon, 
the Azores, Bermuda, and Nassau. Services are also operated from New York to 
Bermuda and to points in the Caribbean as far as Habana and Kingston, Jamaica. 
Local subsidiaries operate short-haul services in the West Indies. A route from 
Jamaica down the west coast of South America to Santiago was abandoned in the 
spring of 1951 as highly unprofitable. 

BEA’s services, some of which are operated in pool with other companies, are 
confined to Europe and adjoining points in the Near East. BEA also operates 
a network of routes in the British Islands; some of these routes are flown by 
private carriers under agreements with BEA. 

The operating rights of BOAC in the United States were originally based on an 
understanding reached by the United States with the United Kingdom, Canada; 
and Ireland, in April 1937, under Which permits were issued as of April 17, 1937, 
by the United States Secretary of Commerce to Imperial Airways, Ltd., for a 
service between the United Kingdom and the United States with a terminal in 
New York, and between Bermuda and a number of terminal points in the United 
States. The rights granted by the 1937 arrangement were confirmed and extended 
by the Bermuda agreement of February 11, 1946, under which the previously 
effective limitation of operations to two round trips per week on each of the 
routes was dropped, but the operating rights of BOAC are still based largely on 
“grandfather” permits issued by CAB to replace the 1937 permits, with amend- 
ments, and transferred to BOAC as successor to Imperial Airways (see 1 C. A. A. 
333 and 377; 2 C. A. B. 181, 763 and 823; 8 C. A. B. 930). They have been 
consolidated in two permits, one of which added authority to operate between 
New York and Bahama Islands (appendixes A and B.) A permit to operate 
services from Jamaica via Nassau and Bermuda to Miami was issued to British 
South American Airways Corp. (now succeeded by BOAC) in 1948 (8 C. A. B. 
923) (see appendix C). A permit to operate services between points in the Ba- 
hamas (Nassau and Cat Cay) and Florida (Miami and Palm Beach) was issued 
in 1947 to Bahama Airways, Ltd., which has since become a wholly owned sub- 
sidiary of BOAC (8 C. A. B. 121). 

British Commonwealth Pacific Airlines, Ltd., in which BOAC has a 20-percent 
interest, has been authorized under agreements with the United Kingdom, 
Australia, and New Zealand to operate a service between Australia, New Zealand, 
and Canada via Honolulu, San Francisco, and other intermediate points (7 
C. A. B. 749, 857). 

British West Indian Airways, Ltd., a wholly owned subsidiary of BOAC, is 
authorized by a permit issued by the Civil Aeronautics Board and approved 
January 19, 1950, to operate a service between Trinidad and Miami via numerous 
intermediate points (C. A. B., serial E-3821). 

The Bermuda agreement entitles a carrier designated by the British Govern- 
ment to be permitted to operate on the following additional routes: 

1. London via New York, San Francisco, Honolulu, and other intermediate 
points to Hong Kong and Singapore; 

2. London or Prestwick via New York and other intermediate points to New 
Orleans and Mexico City; and points in the Caribbean and the west coast of 
South America; 

3. Bermuda via Baltimore, Washington, or New York to Montreal; 

4. Hong Kong and Singapore via intermediate points to San Francisco. 
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On its service between the United Kingdom and the United States, BOAC 
competes with Pan American World Airways, Inc. and Trans-World Airlines, Inc. 
On the service to Bermuda it competes with Pan American and with Colonial 
Airlines, Ine. British Commonwealth Pacific Airlines, Bahamas Airways and 
British West Indian Airways likewise compete with United States carriers. 


FLIGHT EQUIPMENT 


According to the latest available information, the flight equipment of the two 
corporations includes the following aircraft: 


BOAC: 


22 Canadairs (modified DC-4s of Canadian manufacture with British 
engines) 
11 Constellations 
10 Stratocruisers 
17 Hermes 
10 York freighters 
On order: 
14 De Havilland Comets (with turbo-jet engines.) 
15 Bristol 175 Britannia (with an option for 10 more). 
Under negotiation: 6 Comets 
BEA: 
45 Vickers Vikings 
42 DC-3s 
20 Rapides 
3 Westland S—51 Helicopters 
2 Bell Helicopters 
On order: 
28 Vickers Viscounts 
20 Airspeed Ambassadors 
7 Handley Page Marathons 


A majority of the engines used by the corporations are of British manufacture. 


OWNERSHIP AND CONTROL 


The corporations, which in British legal terminology are classed as ‘‘public 
corporations,’’ consist of from 5 to 11 members appointed by the Minister of 
Civil Aviation, who also appoints the chairman and deputy chairman from among 
the members. The holders of Airways stock, which is guaranteed by the Govern- 
ment, are in the position of creditors rather than equity stockholders (see below) 
and have no voice in the management. 


FINANCIAL POSITION 


The financial aid received by the corporations from the Government enabled 
them to show, on March 31, 1950, working capital in the following amounts: 
BOAC, £2,416,887 ($6,767,284); BEA, £411,519 ($1,152,253). The principal 
asset of both corporations was flight equipment which, including payments on 
aircraft under construction, accounted for 51.8 percent of all assets of BOAC 
and 31.3 percent of all assets of BEA. Neither corporation had any equity 
capital, being financed by issues of Government-guaranteed Airways stock at 
fixed interest rates and with fixed maturity dates (see below). 


EARNINGS 


Nors.—Any conversions to United States dollars from pound sterling must be 
viewed in the light of the devaluation of the British currency on September 19, 
1949. On that date, the official exchange rate for the pound was revised down- 
ward from $4.03 to $2.80. This can have a major impact in viewing values in 
terms of United States dollars, while remaining of relative academic importance 
in the interns! financial accounts of the corporations.) 

Wit’ one minor exception (BSAA in 1946-47) the corporetions have operated 
at heavy losses, which have been largely made up through direct subsidies (de- 
ficiency grants), The net losses or profits of the corporations before direct sub- 
sidies are shown in the following table: 
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Net profit or loss? before direct subsidy 


Pounds sterling 


United States 
dollars ! 


2 8, 076, 844 3 20, 507 
2 7, 091, 439 2 421, 481 
2 5, 844, 695 2 1, 133, 082 
24 18, 877, 010 
2 5, 138, 000 


1 Cognesane for all years, to Mar. 31, 1949, at $4.03 rates, all subsequent valuations based on $2.80 rate. 
2 Deficit. 


3 Aug. 1, 1946, to Mar. 31, 1947. 
4 Includes capital losses. 
§ Preliminary figures for calendar year 1950, 


Notr.—The profit and loss figures are not corrected for adjustments, for which detailed data are not 


ae For adjusted accumulated losses after direct subsidy see under “‘Government aid—direct sub- 
sidy,”’ below. 


Depreciation and obsolescence charges have been shown as follows: 


Amount (pounds sterling) United 


States 
dollars ! 


2 143, 673 2 249, 836 758, 204 11, 115, 925 

311, 910 679, 629 3, 533, 577 14, 240, 315 

517, 057 786, 493 , 268, 222 13, 170, 935 

a 135 712, 083 ,» 171, 218 8, 879, 410 


1 Conversions for all years, to Mar. 31, 1949, at $4.03 rates, all subsequent valuations based on $2.80 rate. 
2 Aug. J, 1946, to Mar. 31, 1947. 


The depreciation charges, which in 1949-50 amounted to 9.4 percent of the 
operating expenses for BOAC and BSAA and to 8.8 percent for BEA, were 
clearly far from sufficient to prevent net cash losses. 

In an effort to reduce losses both corporations have taken steps in the last 
few years to introduce more stringent cost controls and to eliminate overstaffing, 
The devaluation of the pound in September 1949 resulted in higher operating 
costs not fully offset by increases in revenues, 


MAIL PAYMENTS 


Before the war, Imperial Airways, Ltd., received heavy mail payments for the 
carriage of “all-up’’ Empire air mail without surcharge under the Empire air- 
mail scheme inaugurated in 1937 which admittedly contained an element of 
subsidy. The company was to receive annual mail payments of about £1 million 
($4,860,000) from the United Kingdom and other participating countries, at an 
estimated annual Post Office deficit “of the order of £200,000” ($972,000). Air- 
mail payments by the United Kingdom Post Office to all British air carriers 
amounted to £755,335 ($3,670,928) in 1938. Mail payments amounted to 
about 37.4 percent of the total revenues of Imperial Airways in 1938. 

The Empire air-mail scheme continued in operation, except for interruptions 
caused by the war, until April 1, 1947. Since the war, however, mail payments 
received by the corporations have generally been at or below the UPU rates and 
cannot be regarded as containing a significant element of subsidy. The rates 
are established by negotiations between the Post Office and the corporations, but 
they are not on a cost basis, and the Post Office has considered it, arguable that 
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it is subsidizing the corporations. The Committee of Public Accounts of the 
House of Commons also expressed the opinion, in 1948-49, that “a rate nearly 
three times the commercial (freight) rate contains a substantial contribution by 
the Post Office to the development of civil aviation’ (Third Report, session 
1948-49). It nevertheless noted that the Post Office made a profit of about 
£780,000 ($3,143,400) on air mail in 1947-48. A profit of £788,000 ($3,175,640) 
had been made on overseas air mail in 1946-47. 

BOAC stated in its annual report for 1947-48 that “conveyance rates for the 
carriage of mails were computed on a basis intended to give the operators the 
balance of the postal receipts for air mails after deducting the handling charges 
of the British Post Office and the cost of onward transmission from the airports 
to which the mails are carried by the trunk-line operators.” 

The rates for the domestic air mail carried by BEA are stated to be “based on 
the standard freight rates plus 3344 percent, with the addition, on a limited 
number of routes, of a control fee.”’ hese rates in 1949-50 averaged 2.09 gold 
francs per ton-kilometer, while the rate for international air mail carried by 
BEA for the British Post Office was provisionally fixed at 2.9 gold francs, 
“although the costs of internal services are higher’? (BEA annual report, 1949-50). 

BOAC stated in its annual report for 1949-50 that “mail revenue would have 
increased by a further £3,000,000 ($8,400,000) at the $2.80 rate) if the corpora- 
tion had been paid for all mail at the recognized international rate for the car- 
riage of foreign mail,’’ and that ‘“‘payment for air mail at less than the recognized 
international rate is tantamount to a rebate to the mail user at the expense of 
the airline operator.’’ Negotiations were to be opened for a review of mail rates. 
In 1951 BOAC was being paid at rates of from 143.16d. to 190.89d. per long 
ton-mile of mail on long hauls. On the service to South America, the Argentine 
Airline is stated to be paid by the British Post Office nearly twice as much, at 
the UPU rate, as BOAC. The figures are given as 245d. per short -ton-mile 
eo e the Argentine carrier as compared with 142d. per short ton-mile paid to 

The corporation nevertheless was said to get roughly 2 times as much per 
~ ton-mile as per passenger ton-mile, and four times as much as for ordinary 
reight. : 

The mail revenues of the corporations in relation to the mail carried are shown 
in the following table: 


/ — ” 5 
Mail carried Mail revenue | United States 


(long ton- (pounds | oe ber short 
miles) | sterling) on-mile of 
mail carried 


AC: 
Year ending Mar. 31— 
1946-47. 5, 985, 364 | 3, 408, 225 
7, 186, 924 | 3, 582, 135 
7, 858, 886 | 4, 126, 680 
G, 074, 843 | 5, 593, 146 
BSAA: \ 
Year ending Mar. 31— 
47 . 577, 800 286, 027 
967, 687 517, 936 
, 095, 374 | 675, 819 
' 


| 

307, 000 | 176, 294 | 
573, 000 | 396, 050 | 
, 154, 000 | 462, 914 | 
, 693, 000 680, 800 | 








1 Aug, 1, 1946, to Mar. 31, 1947. 
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”’ Mail revenues have provided a substantial proportion of the total revenues of 
the corporations before direct subsidy, as revealed by the following figures: 








aa revenue | Totesl revenue | Pereent of mail 











pounds revenue to 
sterling) sterling) ! total revenue 
BOAC: 
Year ending Mar. 31— 
EN SS conn athenneidabesn hahemstancdiAas aie 3, 408, 225 11, 607, 232 29.3 
DPN. B25 si wh ndadewnb une deed cenb sau sue 3, 582, 135 13, 597, 804 26.3 
PE 3. oc nc nw npn a Ru ee cea we 4, 126, 680 17, 551, 428 23.5 
Beet on tothe hairs mien eibetihed onpuacdiiiie ts 5, 593, 146 21, 464, 642 26.1 
BSAA: 
Year ending Mar. 31—- 
BT A aa serie hems dak id cipatietnccatbitids oe 236, 027 1, 022, 535 23.0 
Is Sa oisnes wis tienen iat celia lth ideal lage etek rai 517, 936 2, 086, 236 24.8 
ami ain nt taerna sind, wasawdaatancon sas ouknene 675, 819 2, 608, 165 25.9 
Year ending Mar. 31— 
Tin ishing lint s daiadachiok aikeibdahod ta cil ee laces | 176, 294 1, 206, 900 14.6 
DM ora n os cksu can shape bites kin dhomitced oon 396, 050 4, 140,172 9.6 
MO GR hci Lia ace BS NE 462, 914 5, 461, 660 8.5 
GTi os ie o iimig pricten ste Res b <i seduseesBans 680, 800 6, 970, 390 9.8 


! Before adjustments in respect of transactions relating to previous years. (See note under “‘Earnings,”’ 
above.) Does not include revenues of subsidiary and associated companies. 
? Aug. 1, 1946, to Mar. 31, 1947. 


GOVERNMENT AID 


British commercial aviation has Sepeee heavily virtually since its inception 
on Government aid given mainly in the forms of direct subsidies, reimbursement 
of certain expenses, certain privileges in respect of taxation, provision of aircraft 
and other equipment, development and production of new types of flight equip- 
ment, capital investment, guaranties of Giarotineg the establishment and opera- 
tion of airports and aids to navigation, preferences in the awards of Government 
contracts, and surveys of new routes. 

An unofficial but authoritative publication, the Economist (January 1, 1949), 
has stated that an expert calculation of the cost ot the Government of a “‘typical 
year” of British civil aviation suggested an over-all figure of £71 million ($286,- 
130,000). Government spokesmen in Parliament have more conservatively put 
the figure at approximately £25 million ($100,750,000). 

1. Direct subsidy.—Before the war the British Government experimented with 
various forms of direct subsidies for Imperial Airways, British Airways, and 
domestic operators. By 1937 Imperial Airways had received, since its formation 
in 1923, a total of £4,528,920 ($22,010,451) in subsidies, including £674,380 
contributed by the dominion and colonial governments. In the year ending 
March 31, 1938, the company received a subsidy of £619,625 ($3,011,397), 
amounting to 31.8 percent of its total revenues. The subsidies received by 
British Airways and domestic operators were much smaller. In the year ending 
March 31, 1939, the Government of the United Kingdom provided direct sub- 
sidies to all operators in the amount of £1,043,354 ($5,070,700). Immediately 
before the outbreak of the war subsidies to imperial Airways were being paid on 
the basis of a revised rate of £1,425,000 ($6,925,500) per year. For the initial 
period of the war, September 1, 1939, to March 31, 1940, when both Imperial 
Airways and British Airways were operating for the Government, the costs of 
operation amounting to £1,050,000 ($5,103,000) for both companies were borne 
by the Government. 

The act under which BOAC was established on April 1, 1940, empowered the 
Government to cover the corporation’s deficits * to the amount of £4,000,000 
($16,120,000) per year for a period of 15 years. During the war the corporation 
operated under Government direction and there were exteicivc mutual waivers 
of financial adjustments and claims for services which were of net benefit to it. 
Nevertheless, for the period April 1, 1940, to March 31, 1946, BOAC received 
from the Government in outright deficiency grants the total amount of £11,607,406 
($46,777,846). 

Since 1946 payments of direct subsidies to the corporations have been subject to 
the provisions of the Civil Aviation Act, 1946, and the Air Corporations Act, 1949. 
The Governnient was empowered to make grants to the three corporations and 
their associates up to the total amount of £10 million ($40,300,000) for each of the 
fiscal years ending March 31, 1947 and 1948, and £8 million ($32,240,000) for each 
of the subsequent fiscal years until 1956. The grants, known as ‘‘Exchequer 
grants,’’ are intended to be on a deficit-covering basis, but the Minister of Civil 
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Aviation has almost unlimited power (subject, of course, to the over-ell limitation 
and to appropriations by Parliament) to determine the amounts of the grants. 
The corporations are required to submit operating programs 2nd financial esti- 
mates at the outset of each fiscal year to serve as the basis for the determination 
of the amounts of the grants for that year Payments on account of the grants 
thus determined may be made in the course of the year on a provisional besis. 
The estimates and the amounts of the grants are subject to revision at any time. 
Any excesses of revenues (exclusive of the grants) over the total sums chargeable 
to the revenue accounts for the year (including certain reserves) are to be applied 
as directed by the Minister wit’ the --~rovs) of the Treasury. Such excesses may 
be directed to be paid into the Exchequer up to the total amount of the grants made 
to the corporation concerned under the acts of 1946 and 1949. 

The Committee of Public Accounts of the House of Commons has pointed out 
that the procedure contemplated in the act hes not been fully carried out in that 
the grants heave not been actually determined on the basis of estimates submitted 
in advance of the fiscel year. Thus the amounts of the grants for the fiscal year 
ending March 31, 1950, were not fixed until March 1950. The Treasury justified 
this practice as unavoidable owing to inherently unpredictable conditions in the 
postwar period, the withdrawal or grounding of aircraft, delays in deliveries of 
new equipment, and other unforeseen events. There can be little doubt that the 
gant have in fact been made on a deficit-covering basis up to the statutory 

imits. 

Since the capital of the corporations is held in its entirety by the Government, 
and their borrowings sre guaranteed by the Treasury (see below), any deficits 
not covered by the Exchequer grants must be considered as also falling, in the 
last analysis, on the Government. The tots] amounts of the grants paid or pay- 
able for each fiscal year since 1946, their proportion to the total revenues of the 
corporations, and the amounts of deficits or profits of the corporations not covered 
by the gro.nts are shown in the following tele: 











[Pounds arcs 
Total Percent of 
Exchequer soeenaes | grantsto | wagon : 
grants (ineluding | total pe ‘ 
grants) | revenue | after grants 
“at PMMA, Tere eae ety eee te Te 
BOAC: | 
Year ending Mar. 31— | | 
ite ais ce iicun each enanetnen 2 8, 899, 165 | @) (@*) @) 
POU SEUE aWeddincn scichusnacedcuesunces 6, 300, 000 | 19, 897, 804 | 31.7 | —791, 439 
Paes hon dckidebensttideh<ccnkud 5, 250, 000 22, 801, 428 23.0 | — 594, 695 
lee Dias aria a coeeaniis eel bala 6, 350, 000 27, 814, 642 22.8 | 4—2,527,010 
TS hao hd ate oh od ath paella cent 6, 070, 000 (8) (8) (*) 
PT Pete ont hi chsdiclodckdsetnsaSiwe’ 5, 000, 000 (*) } (*) | (8) 
BSAA: 
Year ending Mar. 31— | 
ahi oe ee aa we None j 1, 022, 535 | soe 20, 507 
eras. FebUEOendudedecessilacecdnedé 260, 000 2, 346, 236 | il.1 } —161, 481 
BEA: er ih cir ea hs Si ai at Sak 500, 000 3, 108, 165 16.1 | — 633, 082 
Year a Mar. 31— | i 
ET hadi ls uostinankens demmcsiinn dated dhe 2 2, 635, 275 (3) | @) 2) 
1947-48 Beth RS sided bie s ict d dbkue wo 3, 400, 000 7, 540, 172 | 31.8 | —173, 989 
al 2, 150, 000 i 611, 660 | 28.2 | —613, 085 
ree eater re 1, 535, 000 8, 505, 390 | 18.0 | 171, 406 
ME Mata tid. cab otekeginucedeules 1, 500, 000 (*) | (8) (®) 
— Pts wishis'cdste chanls de Beckie whi 700, 000 (8) | (*) } (®) 
Year ending Mar. 31— | 
1 WiebUusésaduscesicseekiscsdwunbece 8 38, 430 | (*) ® | (*) 
tid. Lincslis bain ddadechoiivest 
a Bd 77,873 | re) (4) ) 
re cee te ae ued cima ohiiiee 75, 243 (®) | (*) (®) 
MBSE Od) sek i 80, 000 (8) (*) (*) 
hicks tdcciawetdscdiabinncekisl 25, 000 1) (*) (®) 








' * Concerning certain adjustments for previous years not included in these figures, see note under “Earn 
ings,”’ above 

? After subsequent adjustments. Includes, for BEA, grants to cover Irses of the Associated Airways 
Joint Committee from Apr. 1, 1946, to Jan. 31, 1947, when its services were taken ov_r by BEA. 

3 Lack of details on subsequent adjustments do not permit presentation of meani vgful figr res. It is be- 
lieved, however, that the grants for 1946-47 were calculated so as to cover all net losses as specially provided 
in the 1946 act. 

‘ Including capital losses. 

5 Appropriations. 

* Not available. 

7 Ang. 1, 1946 to Mar. 31, 1947. e 

$2 years ending June 30, 1948, 
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The accumulated losses after Exchequer grants were shown as of March 31, 
1950, as totaling £4,375,320 for BOAC and BSAA and £534,649 for BEA. 

_ Some subsidiaries of the corporations receive small subsidies from colonial 
governments. Thus Bahamas Airways, Ltd., a wholly owned subsidy of BOAC, 
received a subsidy of £3,333 in the 8 months ending March 31, 1949, and £5,000 
for the year ending March 31, 1950, from the government of the Bahamas. 

2. Reimbtrsement of exrpenses.—Certain expenses of the corporations and their 
subsidiaries for ground facilities and for special projects are reimbursed directly 
by the government. 

In January 1948 the Treasury agreed that the corporations and their subsidiary, 
International Aeradio, Ltd., should be reimbursed certain expenditures for ground 
facilities used on oversea routes. The net amount of such reimbursements, after 
deduction of certain payments made by the corporations, totaled £1,442,500 
($5,813,275) by March 31, 1949, of which approximately £820,000 had been paid 
to BOAC and £592,500 to International Aeradio, Ltd. About one-half of the 
total expenditure was for flying-boat bases. A further payment of £144,500 
($582,335) was made to BOAC for capital expenses at the Southampton flying- 
boat base, and claims for recurrent expenses at the base were under consideration. 
In the fiscal year 1949-50 the net amount of reimbursements paid to BOAC and 
International Aeradio, Ltd., was £568,071, including £160,700 for three seaplane 
bases. In addition, the Government contributed £111,000 to BOAC’s weather 
services and £75,000 toward the cost of strengthening runways at the Hong 
Kong airport. By March 31, 1950, the reimbursements for all the above items 
thus totaled £2,341,071 ($9,434,516) net. 

In addition, considerable quantities of equipment for these facilities were issued 
by the Government to the corporations teen of charge. The Government has 
exercised little control over the programing of the expenditures for ground facili- 
ties, contenting itself, until lately, with checking the records of expenditures 
after they have been incurred. Some of the facilities were probably used by 
aircraft not belonging to the corporations, but the latter were undoubtedly the 
principal beneficiaries. This is particularly true of the seaplane facilities, used 
almost exclusively by BOAC; the Committee of Public Accounts of the House of 
Commons suggested for this reason that the expenses for the Southampton 
flying-boat base be carried by BOAC on its general budget and not be separately 
reimbursed. BEA does not appear to have substantially benefited by the pay- 
ments made by the Government to BOAC for its facilities, but it may have 
derived some indirect benefit from payments to International Aeradio, Ltd., in 
which it holds 42 percent of the stock. 

The.corporations are also reimbursed by the Government for all or a part of 
their expenses on research and development projects considered to be of general 
interest, but complete details are not available. The BOAC development unit 
was reimbursed all of the expenses incurred for the testing of aircraft and equip- 
ment in 1946-47, amounting to £176,494 ($711,271), and 75 percent of such ex- 
penses in 1947-48, approximately in the amount of £75,000 ($302,250). BEA 
has conducted a series of experimental projects under Government auspices, 
including helicopter operation, clear air-gust research, air-traffic control, and 
sealed servicing. In 1949-50, the costs of the helicopter and air-gust projects, 
including sme overhead, reimbursed by the Government to BEA were £134,355 
($376,194). 

3. Privileges with respect to taxation.—The corporations have been exempted 
from certain stamp taxes. More important has been the rebate of 85 to 100 per- 
cent of the tax on aviation fuel used in operations outside the United Kingdom. 
The significance of this rebate is shown by the fact that BEA has estimated its 
fuel tax payments on domestic services, where the full rate is collected, at £213,000 
($596,400) in 1950-51, representing about 20 percent of the corporation’s estimated 
deficit for the year. 

4. Provision of aircraft and other equipment.—Large expenditures have been 
incurred by the British Government in connection with the production and 
purchase of aircraft for the corporations. It has been the policy of the Govern- 
ment to encourage the production and use of Britjsh aircraft and to restrict to a 
minimum the purchases of American equipment, although the corporations have 
shown a decided preference for the latter. This policy has been motivated 
largely by the desire to support and develop the British aircraft manufacturing 
industry and to conserve dollars. Its benefits to British civil aviation must be 
regarded as offset to a considerable degree by the necessity of using less economical 


British-produced aircraft rather than such American equipment as Constellations 
and DC-6s. 
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During the war BOAC used mostly aircraft provided free of charge by the 
British Government (in April 1944 such aircraft numbered 106). Many charges 
for other equipment and services made available to the corporations were also 
waived by the Government. At the end of the war a global settlement was made 
on the basis of current disposal value for salable aircraft and stores, and of esti- 
mated operational life and use for other items. Under this settlement, BOAC 

reed to pay £1,481,280 ($5,969,558). The corporation was not charged with 
the cost, £150,000 ($604,500), of modification of six aircraft operated jointly with 
a dominion airline. There was also a mutual waiver of certain claims, £170,000 
($685,100), being waived by the Ministry of Civil Aviation and £117,000 ($471,510) 
by BOAC, with a net balance of £53,000 ($213,590) in favor of the corporation. 
The cost of certain items such as buildings and motor transport was not included 
in this settlement, but presumably was covered by a subsequent agreement. 

Before September 1946 aircraft was procured for the corporations by the 
Ministry of Civil Aviation. Between this date and 1949, orders for aircraft 
were placed by the corporations directly with the Ministry of Supply and since 
1949 directly with the manufacturers. The Committee of Public Accounts of 
the House of Commons has stated that many aircraft had been passed on to the 
corporations at less than cost, that, by March 31, 1948, the expenditures of the 
Ministry of Civil Aviation on aircraft provided for the corporations exceeded 
receipts by some £8,000,000, and that further losses were expected on Tudors 
and the Solent flying boats (10 of which were on lease to BOAC in 1950-51). The 
net cost to the Ministry of Supply of aircraft for the corporations does not appear 
in the available sources but is also believed to be considerable. 

The expenditures of the Ministry of Civil Aviation in recent years on aircraft 
and associated equipment, exclusive of aircraft and equipment for the Ministry’s 
own use, and the amounts of receipts from the sale and lease of aircraft are shown 
in the following table: : 


SiR ; i 

| Amounts of | United States | Amountof re- | United states 
expenditure, | dollars | ceipts, pounc dollars 

} pound sterling sterling 





Year ending Mar. 31— | 
1945-46, | 3, 353, 071 | 13, 512, 876 8, 200 33, 046 
- | 5, 524, 338 22, 263, 082 1, O80, 458 | 4, 354, 246 
5, 257, 931 21, 189, 462 | 3, 811, 237 15, 349, 285 
6, 104, 534 | 24, O01, 272 | 1, 834, 330 7, 392, 350 
4, 144, 018 | 16, 700, 393 1, 485, 590 5, 985, 928 
1 2, 490, 000 | 6, 720, 000 | 2 905, 100 2, 534, 280 
1 200, 000 560, 000 | 2 200, 000 560, 000 


! Appropriations. 
2 Estimated. 


The bulk of these expenditures are believed to have been incurred in connection 
with aircraft and equipment provided for the corporations. ‘lhe heavy expendi- 
tures shown for 1948-49 and 1949-50 suggest the conclusion that the net losses 
of the Ministry on aircraft intended for the corporations, estimated at £8,000,000 
($32,240,000) as of March 31, 1948, may now be of the order of £15,000,000 
($60,450,000). This figure is believed to inelude some expenditures for the 
development of new types of aircraft which have proved to be failures and have 
never been used by the corporations. (See below.) 

Some specific examples of provision of aircraft by the Government for the 
corporations free of charge or below cost may be given here: 

(a) In 1948 it was stated for the Government in the House of Lords that 
BOCA had on loan from the Government free of charge aircraft for operation 
on uneconomical “national interest’’ routes in the Middle East on which the 
corporation, despite this aid, incurred an annual loss of £600,000 ($2,418,000). 
An opposition speaker (Lord Swinton) indicated, without contradiction, that 
the number of such aircraft was 40. 

(b) A number of Vickers Vikings of an early substandard type, priced provi- 
sionally at about £1,160,000 ($4,674,800), were leased to BEA in 1946. The 
rental receipts totaled less than £100,000. Some of these aircraft were later 
sold for less than one-eighth of cost. 

(c) Twenty-five Junkers JU-—52’s, reconditioned at the cost of £10,000 to 
£12,000 each, were leased to BEA for domestic services at £20 per month. After 
a few months of operation in 1947 they were withdrawn as highly uneconomical. 


86630—51—pt. 2-4 
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(d) The annual report of BEA for 1946-47 states that some aircraft and engines 
ern of the corporation ‘are regarded as being on hire or free loan to 

(e) In 1946 six Lancastrians, priced at £42,000 each, were leased to BSAA at a 
rental of £2,000 a year. Eight Lancastrians were sold at £14,000. 

(f) In 1946 12 Yorks, costing about £50,000 each, were sold to BSAA at £17,500. 
Twenty-five Yorks were included in the global setttement with BOAC at a value 
of £17,400 each. 

Most of the aircraft mentioned in these examples were modifications of military 
types which were not economical in commercial operations. They nevertheless 
permitted the corporations, particularly BSAA, to develop their services in the 
initial postwar period. 

The Government has refused to reveal the terms on which 10 Solent flying boats 
have been leased to BOAC. 

Mention has already been made of the considerable quantities_of equipment for 
ground facilities issued by the Government to the corporations free of charge. 

It is interesting to note that BOAC and BSAA showed a total profit of £1,014,934 
($4,090,184) from the retirement of fleet and other equipment in the 2 years 
1948-49 and 1949-50. BEA’s profit under this heading was only £41,526 for the 
same 2 years. 

The close relations between the Ministry of Civil Aviation and the corporations, 
and the use of many of the Ministry’s facilities and buildings by the latter, create 
many opportunities for hidden subsidies. Thus the comptroller and auditor 
general, in his reports published with the civil appropriations accounts, has com- 
plained of the slowness of the corporation’s payments of rents to the Ministry; 
and has pointed out that until 1950 the cost of central heating of hangars. and 
other buildings of the Ministry was not included in the rentals charged to tenants, 
among whom the corporations were the most important. In October 1950 he 
found that the full cost of heating had not yet been included in many rentals. 
A school building acquired by the Ministry at an expense of £228,000 was leased 
to BOAC and later BEA for office purposes at a provisional rental of £7,000 a 

ear. 
: 5. Development of new types of aircraft—The British Government has expended 
vast sums of money since the war on research and development of new types 
of transport aircraft. These expenditures are only in part carried on the budgets 
of the Ministry of Civil Aviation. 

The Committee of Public Accounts of the House of Commons has noted that 
very heavy outlays for research and development of civil aircraft are borne by the 
Ministry of Supply and not passed on to the Ministry of Civil Aviation. It has 
expressed the desire that Parliament be provided with ful) information of ‘the 
cost of this assistance to the industry,”’ but the Treasury has replied to the-effect 
that it is impossible to segregate civilian from military uses, giving the develop- 
ment of engines as an example. 

Many of the types of aircraft develo at great expense have proved to be 
unsuitable for commercial operation. Their development has benefited the cor- 
porations, if at all, only indirectly by providing research data and experience for 
future use. Among these “white elephants” are the Brahazons anc the 8. R. 45 
Princess flying boats. The Tudors may also be put in this category in view of 
their withdrawal] from BSAA passenger service after the unexplained disappearance 
of two of the aircraft. The turbo-jet De Havilland Comets, on the other band, 
are regarded as very promising. Specific estimates of total costs of development 
relate chiefly tc the less successful types. On the basis of officially py blished 
figures and statements in Parliament, the following estimates of the approximate 
total cost of development are considered conservative: 


Millions 
Brabazon I and II, £ 12 to £ 14 million !_.____.....-...-.--.---- $48. 4—$56. 4 
Tudors, £ 6 to £ 10 million___-_- _- aman, GW ec mabia: bisa aie th ca 24. 2— 40.3 
S. B. 45 Frieosen: © 7:to: & 10) mion. . ks cic dn tween 28. 2— 40.3 
De Havilland Comet, £ 4 million * =... ce ee ce ec et ee 16. 1 
Soient fiving boat, £ 2 to £ 3 millign_..__-...-..2-:....--4----- 8. 1-— 12.1 


! Including the est of 2 prototypes and of sveci\l raaways ani buildings at Filton (£5 t> £6 million). 

2 Including the development of engines and the price of 2 prototypes. Cost exclusive of engines estimated 
at £144 million ($6,000,000). 

Substantial sums have been spent by the Government on the development of 

Airspeed Ambassadors, Handley Page Marathons, Hermes, Vickers Vikings and 

Viscounts, and other types, but no specific figures are available. Prototype aircraft 
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ordered by the Ministry of Supply include: Two Airspeed Ambassadors, two 
Bristol Brabazons (I and ITI), two De Havilland Comets, two Marathons (I and 
II), three Princess flying boats, two Vickers Viscounts. 

6. Investment of capital—The corporations are financed mainly by issues of 
stock which may be guaranteed by the Treasury. The stock bears a fixed rate 
of interest (2% or 3 percent) and has fixed maturity dates. Holders of the stock 
have, as such, no part in the management of the corporations. Under the terms 
of the Air Corporations Act, 1949, the aggregate of stock issed and temporary 
borrowings is not to exceed £60,000,000 for BOAC and £20,000,000 for BEA. 
All of tne stock so far issued has been held by the National Debt Commissioners, 
a Government agency, and all of it has been guaranteed by the Treasury. It bas 
not been made available for public sale. All of the stock issued by the corporations 
thus represents an investment of capital by the Government. According to the 
latest available information the amount of stock now outstanding is: BOAC, 
£35,055,357 ($98,155,000); BEA, £6,000,000 ($16,800,000). 

BOAC and BSAA have issued a total of £38,000,000 in stock of which £2,944,643 
($8,245,000) had been redeemed by a sinking fund operation by March 31, 1950. 
Of the balance outstanding, £20,833,333 ($58,333,332) bears interest at 3 percert 
and £14,222,024 ($39,821,667) at 24% percent. The maturity dates vary from 
1960-70 to 1980-83. The Government no longer requires provision for redemp- 
tion of capital, such provision being deemed to be covered by charges for fleet 
obsolescence. The increases or decreases in capital represented by outstanding 
stock issued by BOAC are shown in the following table: 


Pound sterling | 


United States 
dollars 





4, 250, 000 | 

4, 250, 000 | 

Mar. 31, 1947 : 20, 000, 000 | 
Mar, 31, 1948 18, 912, 500 | 
Mar. 31, 1949 | 1-25, §24, 405 | 


Mar. 31, 1950 | 1 35, 055, 357 | 98, 155, 000 


17, 127, 500 


1 Including £3,500,000 in stock issued by BSAA on Feb. 15, 1949 

Some of the stock has been issued slightly below or above par. Thus, BOAC 
issued £5,750,000 in 245 percent stock on June 1, 1946, at 99 and £10,000,000 in 
2% percent stock on January 24, 1947 at 101%. Other stock issues were at par. 
The annual reports of BOAC show a total profit of £156,594 on redemption of 
stock during the 3 years 1947-48 to 1949-50. 

BEA issued its first stock, at par, on February 15, 1949, in the amount of 
£6,000,000 at 3 percent, maturing in 1980-83.. There has been no change in its 
Capital raised by stock since that date. Like BOAC, it is no longer required to 
provide for redemrtion of capital. 

Prior to issuing their stock, BEA and BSAA were financed in part by loans from 
BOAC. BEA repaid in 1948-49 the amount of £3,200,000 it had borrowed from 
its sister corporation. BSAA borrowed £1,500,000 from BOAC before issuing 
its own stock in February 1949. 

7. Guaranties of temporary borrowings.—Short-term borrowings by the corpora- 
tions are guaranteed by the Treasury. Immediately upon the formation of BOAC 
in April 1940 its temporary loans from bankers were so guaranteed up to the 
amount of £2,250,000 ($9,067,500). In 1946-47 a loan of £2,000,000 ($8,060,000) 
from Barclays Bank to BOAC was likewise guaranteed by the Treasury. This 
device was also used to finance the operations of BEA prior to the issuance of its 
stock, with the Treasury guaranteeing temporary borrowings from Barclays 
Bank up to £3,000,000 ($12,090,000) and BEA resorted to it again in April 1950, 
when the Treasury guaranteed a loan from the same bank in the amount of 
£2 000,000 ($5,600,000). Some short-term borrowings of BSAA were also guar- 
anteed by the Treasury. The guaranties have enabled the corporations to borrow 
short-term capital at such low rates of interest as 2 percent. 

Provision of airports and aids to navigaltion—The British civil aviation 
budgets have provided large sums of money for the development and operation of 
airports, airway facilities, and aids to navigation. Published accounts do not 
permit exact determination of the total sums so spent, but indicate that by far 
the largest part of the civil aviation budget, exclusive of the expenses for aircraft 
and for deficiency grants to the corporations, is devoted to this purpose. All 
airports in the United Kingdom used on scheduled services were nationalized by 
the Labor government after it came to power in 1945. To indicate the magnitude 
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and nature of the items involved, a breakdown of the 1950-51 appropriations by 
maine headings, with explanations, i is presented here: 


Traveling and incidental expenses 

Air Transport Advisory Council 

Nontechnical supplies and transportation 

Equipment and ancillary services ? 

Civil aircraft and associated equipment 3 

Works, building, and lands 4 

Ground services for commonwealth and other routes ® 
Meteorological services 

Deficiency grants to corporations and their associates ° 

Various aviation services 

Catering 

ICAO? 

Overseas telegraph and telephone services ‘ 
Fiying ene guaing club grants. 2... bo nk oe ee ee eck 
REAURINIORR ise sia eT Sas BIEL od Le ee icc 


Gross total £23, 927, 220 


$66, 996, 216. 
1 Mostly for ground facilities operating personnel. 

2 Includes aircraft and equipment for the ministry to be used, in part, for the testing of ground and radio 
facilities and for other research purposes. 

3 See above under ‘Provision of aircraft and other equipment.’’ Does not include aircraft for the min - 
istry’s use. 

¢ Most of this item is for airport development and maintenance; £5,201,310 was for capital expenditure and 
£1,440,000 for current expenses. 

5 Includes most of the items discussed above under ‘‘Reimbursement of expenses’”’ plus the development 
and operation of airway facilities and aids directly by the public authorities. £574,000 was for capital ex - 
penditures and £649,700 was for current expenses, 

6 See under “Direct subsidy” above. m 

? Represents the contribution of the United Kingdom to the International Civil Aviation Organization, 

Against these appropriations, expected receipts grouped as appropriatiqns- 
in-aid were credited in the amount of £2,746,800, bringing the total net appropria- 
tions down to £21,180,420. The main expected receipts were: 


Sales and lease of aircraft 
Sale of bapeee- os 
Rents BT ee oe 


Coumetsioni and putlie ieibicbion. wi 
Catering services _- 
Services to tenants at airports. sz 


In addition, it was indicated that appropriations for other ministries included a 
total of £822,944 directly relating to civil aviation activities. This figure clearly 
does not include the expenses of the Ministry of Supply on research and develop- 
ment (see above). 

The expenditures on airports and aids to navigation are of benefit not only 
to the corporations but also to other users, including foreign airlines. It is, 
nevertheless, appropriate, in order to give a complete picture of the magnitude 
of Government expenses for the indirect or partial benefit of the corporations, 
to give here the total.amounts spent or appropriated under the budgets of the 
Ministry of Civil Aviation, and the amounts spent or appropriated under the main 
headings related to the provision of airports and aids to navigation. 

The total net expenditures of the Ministry of Civil Aviation in the postwar 
period have been as follows: 





United States 


| Pound sterling | PEP ies dollars 





Year ending Mar. 31— 
1945-46 . 1 £6, 845, 330 27, 586, 680 
1946-47 15, 513, 511 62, 519, 449 
1947-48 27, 605, 844 111, 251, 551 
1948-49 . 

1949-50 "729 | 
80, 420 


95, 356, 631 
85, 172, 958 
59, 305, 176 


218,17 Ta | 50, 891, 400 


1 Includes £53,272 spent on civil aviation by the Air Ministry in April 1945. 
? Appropriations. 
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Expenditures under the main headings related to the provision of ground 
facilities have been as follows: 


Expenditures (years ending Mar. 31) 
[Pounds sterling] 





Item 1945-461 | 1946-47 | 1947-48 | 1948-49 | 1949-50 1950-512 | 1951-522 

Serine renee beitiedip ih aretenieslinciesiaedl ievioamlennasiasiseimesiedldssibn seclstresnatinanptoasiietai encemesadwesinamcincsed = 

Ge setescnw 505, 581| 1, 424, 963| 2, 725, 201! 3, 222, 924 3, 265, 621| 3, 436, 060) 3, 833, 000 
Nontechnical supplies and | 

transportation....___..___.__. 69,342} 140,651] 205,570} 314,248} 356,736} 377,000) 473, 000 

Works, buildings and lands. ___- 270, 187| 3,629, 566| 4, 280, 141) 4, 864, 463) 4,827,079) 6,641,310) 6, 897, 600 

Ground services............---- 68,154} | 101,626] 1, 111,644] 1,371,384) | 962.694| 1, 223, 700] 1,050,000 
Meteorological services.........- 13,558} 46,050] 209,818| 273/082} 276, 807| 


197, 500’ 193, 000 
Total (pounds) ...........- 926, 822| 5, 342, 856) 8, 622, 374/10, 046, 101) 9, 688, 937] 11, 875, 570|12, 446, 600 
Total (dollars). ..........- 3, 735 098 2, 531, 710/34, 748, 167/40, 486, 787/39, 046, 416 38, 251, 596|34, 850, 480 














' Exclusive of April 1945. 
? Appropriations, 


Note.—The relatively small expenditures for catering services, not shown here, have been nearly balanced 
by the receipts from such services. 





The principal receipts used as appropriations-in-aid related to the operation of 
airports and other facilities have been as follows: 


Receipts (years ending Mar. 31) 


[Pounds sterling] 

















i j | 
Item 1945-46! | 1946-47 1947-48 1948-49 1949-50 | 1950-512 | 1951-522 
|_| | alien 
RMR Sian cots teste cert. \ 15. aes 15, 9471 196,608} 425,977} 299,072} 377,700! 413, 000 
Housing and landing fees__...__- mL 154,910) = 457,662) 584,472) 606,687; 816,000) 832,000 
Concessions and public enclo- | i | 


ee ee, ee |. ..| 24.3491 49,6511 49,0001 74,000 
Services to tenants at airports. __|........_}_-...-.-_.} () | 190,609) 271,406) 266,000) 275,000 








Total (pounds)............ | 15,886} 170,857} 654,270) 1, 225, 407) 1, 226, 816 


1, 508, 700) 1, 594, 000 
Total (dollars) ..._... ----| 64, 021| 688, B54 2, 636, 708| 4, 938, 390, 4, 944, 068| 4, 224, 360! 4, 463, 200 











' Exelusive of April 1945. 
2 Estimated. 
3 Included in ‘‘Miscellaneous”’ receipts, which totaled £ 272,975. 





In the initial period at the end of the war, many services were provided for 
civil aviation by the Royal Air Force and not earried on the civil aviation budget. 
Some services, notably search and rescue, are still so provided by the Royal Air 
Force. 

On routes in the overseas parts of the empire, local governments contribute 
to the provision of airports and other facilities. No details are available. 

Some figures concerning Government expenses for the principal airports in the 
United Kingdom are of interest. The total planned capital expenditure on the 
London Airport at Heathrow has been estimated at £26,000,000 ($104,780,000). 
Of this amount, £6,583,000 had been spent by the end of the 1947-48 fiscal vear. 
The appropriations under this heading for 1950-51 and 1951-52 are £3,013,210 
and £3,140,300, respectively. In March 1951 it was stated in Parliament that 
the construction, development and maintenance of Prestwick Airport in Scotland 
had absorbed £2,788,000 ($11,235,640) of public money. The operating and 
maintenance expenses of the Northolt Airport in London, extensively used by BEA 
on its international services, were estimated to amount to £479,492 in 1950-51, 
while the receipts were estimated at £259,029. 

In general, it has been estimated that landing fees cover only one-sixth of the 
Government's expenses for airports exclusive of capital charges. BEA has, 
nevertheless, complained that the landing fees paid by it in 1949-50 on domestic 
operations were 8.66 percent of revenue, as compared with 2.96 percent on conti- 
nental operations. his difference, however, may in part have been due to the 
greater frequency of landings on the short-haul domestic routes and to the less 
profitable nature of British domestic traffic. It is in fact reported that aircraft 
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operating on scheduled domestic services are allowed substantial reductions in 
airport fees from the rates charged to aircraft on international services. 

9. Covernment contract aid.—BOAC has been awarded a number of contracts and 
other services to the Government apparently on a preferential basis. For ex- 
ample, it obtained a contract for the carriage of Government-controlled Overseas 
Food Corp. personnel on its scheduled services to East Africa, although, accord- 
ing to an uncontradicated statement in Parliament, a private carrier had sub- 
mitted a bid which was 10 percent lower. It is reported that in some cases the 
corporations were allowed the first opportunity to bid, and to act as agents in 
reletting contracts to private operators, but that this practice has now been given 
up. 

Mo. Surveying and opening of new routes.—Many of the routes now operated by 
BOAC were surveyed and pioneered by the Roval Air Force before and during 
World WarlIl. Such aid, of considerable benefit to BOAC in the past, is not likely 
to be of muca significance in the immediate future. 

11. Other indirect aids——The British Government has so far made no special 
provision for aid in the training of flight personnel for the Corporations. A 
special committee appointed in 1947 by the Minister of Civil Aviation recom- 
mended that the Royal Air Force and the Royal Navy provide conversion courses 
fer military pilots leaving the services to qualify them for commercial pilots’ 
licenses and that state scholarships be provided for the training of additional 
pilots, estimating the maximum cost at £110,000 to £135,000 per vear, but this 
proposal was rejected by the Minister of Civil Aviation, who disagreed with the 
committee’s expectation of a shortage of commercial pilots.. However, on July 4, 
1951, it was stated on behalf of the Ministry in a written answer in the House-of 
Commons that BEA, unlike BOAC, was experiencing a shortage of pilots, needing 
forty more, and that a “longer-term scheme to attract pilots to civil aviation 
through national service training’ was under consideration. 

No ECA aid has been given directly to the United Kingdom for the benefit 
of its airlines, but the easing of Britain’s dollar shortage through ECA grants has 
indirectly facilitated the purchase of American equipment for BOAC, BOAC was 
also able to buy five Stratocruisers from the Swedish Government for pounds 
sterling as a result of the easing of its foreign exchange position due to the ECA 
program. The purchase of 22 Canadairs for BOAC was made possible by a special 
arrangement whereby the Canadian Government agreed to the postponement of 
payment in dollars of certain British obligations to the Canadian Government. 


GENERAL SUMMARY 


The aid given by the Government of the United Kingdom to BOAC, BSAA, and 
BEA the amount of which can be stated in specific figures may be summarized 
as follows: 

1. Direct subsidies —The amounts proviced by the United Kingdom Govern- 
_— for the corporations through deficiency grants since the war havé been as 

ollows: 


1 Appropriations. 


Grants ranging up to £80,000 per year have also been made to operators 
associated with the corporations. : 

Despite this subsidy, BOAC and BEA had accumulated losses of £4,375,320 
and £534,649, respectively, as of March 31, 1950. These losses are ultimately a 
charge on the British treasury. 

Bahamas Airways, Ltd., a wholly owned subsidiary of BOAC, receives a srnall 
subsidy (£5,000 in 1949-50) from the colonial government. 
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2. Reimbursement of expenses.—By March 31, 1950, BOAC and International 
Aeradio, Ltd. (owned jointly by BOAC and BEA), had received a total of 
£2,341,071 ($10,434,516) net in reimbursements for the cost of certain ground 
facilities. BOAC and BEA have also been reimbursed in whole or in part for 
expenditures on special research and development projects. 

Provision of aircraft and other equipment.—The expenditures of the Ministry 
of Civil Aviation on aircraft pedvided for the corporations had, by March 31, 1948, 
exceeded the receipts by some £8,000,000 ($32,240,000). There is reason to 
believe that the total loss of the Ministry on such aircraft is now of the order of 
£15,000,000 ($60,450,000). Additional losses are believed to have been incurred 
by the Ministry of Supply. 

4. Investment of capita!.—The total amount of BOAC and BEA stock now held 
by the Government is £35,055,357 ($98,155,000) and £6,000,000 ($16,800,000) 
respectively. This stock bears low rates of interest (2'4 and 3 percent). 

5. Guaranties of temporary borrowings.—The Treasury has from time to time 
guaranteed temporary borrowings by the corporations. The total amounts 
guaranteed, according to available sources, have been £4,250,000 ($17,127,500) 
for BOAC and £5,000,000 ($20,150,000) for BEA. ‘Treasury guaranties enable 
the corporations to borrow money at rates as low as 2 percent. 

It is impossible to determine specifically the monetary value of benefits derived 
by the corporations through privileges with respect to taxation, government 
expenditures for research and development of new types of aircraft, and for the 
development, maintenance, and operation of airports and aids to navigation, 
preferences in the award of Government contracts and the pioneering of new 
routes by the Royal Air Force, but such benefits have been very substantial. 
The corporations have not directly benefited by ECA grants. 





PRINCIPAL SOURCES USED 
Annual Reports of BOAC, BSAA, and BEA; Reports of the Ministry of Civil 
Aviation, 1946 and 1947, 1948 and 1949; Civil Aviation Act, 1946 (9 and 10 Geo. 
6. c. 70); Air Corporations Act, 1949 (12, 13, and 14 Geo. 6. c. 91); House of Com- 
mons Papers, including Civil Appropriations Accounts (with Reports of the 
Comptroller and Auditor General), classes VI and X, Air Services Appropriation 
Account (1945-46), Reports of the Committee of Public Accounts, Civil Estimates, 
Class VI, Reports of Select Committee on Estimates, and Annual! Reports of the 
Corporations; Statement of Treasury guaranty, April 19, 1950 (H. C. 55; Cmd 
7746 (1949)); Parliamentary Debates (Hansard); United States Civil Aeronautics 
Board, BEA, BOAC, BSAA (mimeographed July 30, 1948); Lissitzyn, Interna- 
tional Air Transport and National Policy (New York, 1942) and sources there 
cited; The Aeroplane (London), June 15, 1951; United States Department of 
State, unclassified files; periodical files; air travel guides. 





APPENDIX A 


Fore1GcN Air-CARRIER PERMIT 


PART I 



















British Overseas Airways Corp. is hereby authorized, subject to the provisions 
hereinafter set forth, the provisions of the Civil Aeronautics Act of 1938, as 
amended, and the orders, rules, and regulations issued thereunder, to engag:» in 
foreign air transportation in trans-Atlantic air service with respect to persons, 
property, foreign mail, and United States and foreign-transit mail (to the extent 
to which the Postmaster General shall from time to time tender such United States 
and foreign-transit mail to said British Overseas Airways Corp.) between a ter- 
minal point in the United States and a terminal point in the United Kingdom of 
Great Britain and Northern Ireland via Canada, Newfoundland, and Ireland, or 
via Bermuda, for a period of 15 years from the first day of June 1936, upon the 
following conditions: 

1. That the number of round trips by British Overseas Airways Corp. shall not 
exceed two per week, unless additional frequencies are authorized by the United 
States Government. 

2. That service terminates in the United States at a port of entry serving New 
York and used by a United States air carrier as the terminal for a reciprocal trans- 
Atlantic service, except insofar as flying-boat operations are concerned, in whieh 
case such service terminates at a port of entry serving Baltimore, Md., for such 
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period of time as (a) the present emergency caused by the war shall continue and 
(b) until eo shall have established elsewhere its principal maintenance, 
overhaul, and nn base for its trans-Atlantic flying-boat equipment. 

3. That Britis Overseas Airways Corp. conforms to all air-navigation regula- 
tions laid down by the above United States port of call or by United States author- 
ity, and conforms to all applicable regulations and statutes in force in the United 
States. 

4. That British Overseas Airways Corp. conforms with the airworthiness and 
airman-competency requirements laid down by the Government of the United 
Kingdom for a British international air service. 

5. That a United States air carrier is authorized concurrently by the Govern- 
ment of the United Kingdom, and to the extent necessary by the other British 
authorities concerned, for a period of 15 years from the first day of June 1936, to 
conduct a similar reciprocal civil air-transport service of a frequency not exceed- 
ing two round trips per week, under similar conditions, between the United States 
and the United Kingdom, via Newfoundland or Bermuda and other countries, 
including the right to carry passengers, goods, and mail between any of the above 
territories. 

6. That, if the above reciprocal privileges accorded or to be accorded to a United 
States air carrier lapse, the privileges granted by this part I to British Overseas 
Airways Corp. will lapse simultaneousl 

7. Part 1 of this permit, as nau’. may be withdrawn upon notice for 
important reasons of public policy when the conditions thereof or the actual 
practice thereunder is no longer regarded by the Government of the United 
States as being in its interest. Such notice shall be sent to British Overseas 
Airways Corp. only after consultation between the two Governments concerned 
for a period of at least 60 days. Withdrawal will take effect 2 years after such 
notice has been sent. 

8. That part I of this permit, as amended, is issued in conformity with ex- 
changes of notes between the Government of the United States and the Gov- 
ernment of the United Kingdom, relative to a trans-Atlantic air-transport service, 
and a local United States-Bermuda service. 

Part I of this permit, as amended, shall be effective from the date of its approval 
by the President of the United States. 


PART II 


British Overseas Airways Corp. is hereby authorized, subject to the provisions 
hereinafter set forth, the provisions of the Civil Aeronautics Act of 1938, as 
amended, and the orders, rules, and regulations issued thereunder, to engage in 
foreign air transportation with respect to persons, property, and mail, as follows: 
Between the coterminal points London, England, and Prestwick, Scotland, via 
the intermediate points Shannon, Ireland; Iceland; Gander and Montreal, 
Canada; the Azores; Bermuda; and the terminal point New York, N. Y., and 
between the intermediate point New York, N. Y., and the terminal point the 
Bahama Islands. 

The holder hereof shall conform to the airworthiness and airman-competency 
requirements prescribed by the Government of the United Kingdom of Great 
Britain and Northern Ireland for British international air service. 

Part II of this permit shall be subject to all applicable provisions of any treaty, 
convention, or agreement affecting international air transportation now in effect, 
or that may become effective during the period part II of this permit remains in 
effect, to which the United States and the United Kingdom of Great Britain and 
Northern Ireland shall be parties. 

The holder of part II of this permit shall serve the Bahama Islands only on 
flights which originate or terminate at London, England, or Prestwick, Scotland. 

The exercise of the privileges granted by this part II shall be subject to such 
reasonable terms, conditions, and limitations required by the public interest as 
may from time to time be prescribed by the Board. 

Part II of this permit shall be effective from the aate of its approval by the 
President of the United States. Unless otherwise terminated at an earlier Cate 
pursuant to the terms of an? applicable treaty, convention, or agreement, part II 
of this permit shall terminate (1) upon the effective date of any treaty, convention, 
or agreement, or amendment thereto, which shall have the effect of climinating 
the route authorized by this part II from the routes which may be operated by 
airlines designated by the Government of the United Kingdom of Great Britain 
and Northern Ireland, or (2) upon the effective date of any permit granted bv the 
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the Board to any other carrier designated by the Government of the United King- 
dom of Great Britain and Northern Ireland in lieu of the holder of this part II, or 
(3) upon the termination or expiration of the Air Services Agreement between the 
Government of the United States and the Government of the United Kingdom of 
Great Britain and Northern Ireland, effective February 11, 1946: Provided, how- 
ever, That if prior to the occurrence of the event specified in clause (3) of this 
permit, the operation of the foreign air transportation authorized in this part IT 
becomes the subject of any treaty, convention, or agreement to which the United 
States and the United Kingdom of Great Britain and Northern Ireland are or shall 
have become parties then and in that event part II of this permit is continued in 
effect during the period provided in such treaty, convention, or agreement. 


PART III 


In witness whereof, the Civil Aeronautics Board has caused this permit, as 
amended, to be executed by its Chairman and the seal of the Board to be affixed 
hereto, attested by the Secretary of the Board, on the 19th day of September 1950. 

Approved: 

* Harry S. Truman. 
Tue Wuire Houses, September 29, 1950. 


APPENDIX B 
Foreign Arr CARRIER PERMIT 
PART I 


British Overseas Airways Corp. is hereby authorized, subject to the provisions 
hereinafter set forth, the provisions of the Civil Aeronautics Act of 1938, as 
amended, and the orders, rules, and regulations issued thereunder, to engage in 
foreign air transportation with respect to persons, property, foreign mail, and 
United States and foreign-transit mail (to the extent to which the Postmaster 
General shall from time to time tender such United States and foreign-transit 
mail to said British Overseas Airways Corp.) in a local air-transport service be- 
tween a terminal point in the United States and Bermuda, for a period of 15 
years from the first day of June 1936 under the following conditions: 

1. That the frequency of service is not to exceed two round trips per week 
unless additional frequencies are authorized by the United States Government. 

2. That in the United States, British Overseas Airways Corp. lands at and 
uses one of the following customs ports: New York, N. Y.; Baltimore, Md.; 
Cape Charles or Norfolk, Va.; and Charleston, 8. C., as the United States terminal, 
with authority to pick up and discharge, at such terminal port only, passengers, 
goods, foreign mail, and United States and foreign-transit mail (to the extent to 
which the Postmaster General shall from time to time tender such United States 
and foreign-transit niail to said British Overseas Airways Corp.). 

3. That British Overseas Airways Corp. conforms to all air-navigation regula- 
tions laid down by the above United States ports of call or by United States 
authority, and conforms to all applicable regulations and statutes in foree in the 
United States. 

4. That British Overseas Airways Corp. conforms to the airworthiness and 
airman-competency requirements laid down by the Government of the United 
Kingdom for a British international air service. 

5. That a United States air carrier is authorized, concurrently by the Govern- 
ment of the United Kingdom, and for the said period and frequency and under 
similar conditions, to conduct a civil air-transport service between Bermuda and 
the United States, using the designated port of entry in Bermuda. 

6. Inasmueh as the services contemplated and authorized under this part I are 
to be considered as purely local between the specified ports in the United States 
and Bermuda on a schedule frequency of not to exceed two round trips per week 
by either the British or the United States air carrier, unless additional frequencies 
are authorized by agreement between the Government of the United States and 
the Government of the United Kingdom, part I of this permit, as amended, shall 
run concurrently with the foreign air-carrier permit issued by the Civil Aero- 
nautics Board, dated June 23, 1941, to British Overseas Airways Corp. for the 
trans-Atlantic air-transport service, but shall lapse if such local United States- 
Bermuda service connects with or becomes part of any through service conducted 
by civil aircraft. 
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7. Should the above reciprocal privileges accorded or to be accorded to a United 
States air carrier by the Government of the United Kingdom lapse, the privileges 
oe by this part I to British Overseas Airways Corp. by the Civil Aeronautics 

oard will lapse simultaneously. 

8. Part I of this permit, as amended, may be withdrawn upon notice for 
important reasons of public policy when the conditions thereof or the actual 
practice thereunder is no longer regarded by the Government of the United States 
as being in its interest. Such notice shall be sent to British OverseasAirways 
Corp. only after consultation between the two Governments concerned-for a 
period of at least 60 days. Withdrawal will take effect 2 years after such notice 
has been sent. 

9. Part I of this permit, as amended, is issued in conformity with exchanges of 
notes between the Government of the United States and the Government ef the 
United Kingdom, relative to a trans-Atlantic air-transport service, and a local 
United States-Bermuda service. 

Part I of this permit, as amended, shall be effective from the date of its approval 
by the President. : 

PART II 


British Overseas Airways Corp. is hereby authorized, subject to the provisions 
hereinafter set forth, the provisions of the Civil Aeronautics Act of 1938, as 
amended, and the orders, rules, and regulations issued thereunder, to engage in 
foreign air transportation with respect to persons, property, and mail, as follows: 
Between the coterminal points Baltimore, Md., Washington, D. C., and New 
York, N. Y., and the terminal point Bermuda. 

The holder shall conform to the airworthiness and airman-competency require- 
ments prescribed by the Government of the United Kingdom of Great Britain 
and Northern Ireland for British international air service. 

Part II of this permit, as amended, shall be subject to all applicable provisions 
of any treaty, convention, or agreement affecting international air transportation 
to which the United States and the United Kingdom of Great Britain and Northern 
Ireland shall be parties, now in effect, or that may become effective during the 
period part II of this permit remains in effect. 

The exercise of the privileges granted by this part II shall be subject to such 
reasonable terms, conditions, and limitations required by the publie interest as 
may from time to time be prescribed by the Board. 

Part II of this permit, as amended, shall be effective from the date of its approval 
by the President of the United States. Unless otherwise terminated at an earlier 
date pursuant to the terms of any applicable treaty, convention, or agreement, 
part II of this permit shall terminate (1)- upon the effective date of any treaty, 
convention, or agreement, or amendment thereto, which shall have the effect of 
eliminating the route authorized by this part II from the routes which may be 
operated by airlines designated by the United Kingdom of Great Britain and 
Northern Ireland, or (2) upon the effective date of any permit granted by the 
Board to some other carrier designated by the United Kingdom of Great Britain 
and Northern Ireland in lieu of the holder of this part II, or (3) upon the termina- 
tion or expiration of the Air Services Agreement between the United States and 
the United Kingdom of Great Britain and Northern Ireland, effective November 
11, 1946: Provided, however, That if prior to the occurrence of the event specified in 
this clause (3) the operation of the foreign air transportation authorized in this 
part II becomes the subiect of any treaty, convention, or agreement to which the 
United States and the United Kingdom of Great Britain and Northern Ireland 
are or shall have become parties, then and in that event part II of this permit, as 
amended, is continued in effect during the period provided in such treaty, con- 
vention, or agreement. 

PART III 


In witness whereof, the Civil Aeronautics Board has caused this permit, as 
amended, to be executed by its Acting Chairman and the seal of the Board to 
be affixed hereto, attested by the Secretary of the Board, on the 13th day of 
January 1948. 

Approved: 

Harry 8. Truman. 

Tue Warre Houss, January 15, 1948. 


Bri 
hereir 
amen 
foreig 
bet we 
Nassa 

The 
requit 
Britai 

Th 
tion, : 
may 
the | 
Irelar 

The 
able | 
from 

Th 
of th 
terms 
State: 
Febru 
conve 
treat) 
effect 
opera 
Nort! 
Boar« 
and | 
conve 
ice, Oo 
Agree 
cified 
thori: 
the [ 
land | 
tinue’ 
ment 

In 
execu 
by th 

Ap 


Ta 


Th 
seafa 
comr 
natu 


econ 
sevel 
on tl 
mere 
to th 
relat: 
been 





ns 


ns 


SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 821 


APPENDIX C 
Foreicn Arr-CaRRIER PERMIT 


British Overseas Airways Corp. is hereby authorized, subject to the provisions 
hereinafter set forth, the provisions of the Civil Aeronautics Act of 1938, as 
amended, and the orders, rules, and regulations issued thereunder, to engage in 
foreign air transportation with respect to persons, property, and mail, as follows: 
between the terminal point Jamaica, British West Indies, the intermediate points 
Nassau, Bahama Islands, and Bermuda, and the terminal point Miami, Fla. 

The holder hereof shall conform to the airworthiness and airman-competency 
requirements prescribed by the Government of the United Kingdom of Great 
Britain and Northern Ireland for British international air service. 

This permit shall be subject to all applicable provisions of any treaty, conven- 
tion, or agreement affecting international sir transportation now in effect, or that 
may become effective during the period this permit remeins in effect, to which 
the Uni‘ed Strtes end the United Kingdom of Great Britain and Northern 
Ireland shall be parties. 

The exercise of the privileges granted hereby shall be subject to such reason- 
able terms, conditions, and limitations required by the public interest as may 
from time to time be prescribed by the Board. 

This permit shall be effective from the date of its approval by the President 
of the United States. Unless terminated at an earlier date pursuant to the 
terms hereof or of the Bilateral Air Transport Agreement between the United 
States and the United Kingdom of Great Britzin end Northern Ireland effective 
February 11, 1946, this permit subject to the provisions of any applicable treaty, 
convention, or agreement, shall terminate (1) upon the effective dete of any 
treaty, convention, or agreement, or amendment thereto, which shall have the 
effect of eliminating the route hereby authorized from the routes which may be 
operated by airlines designated by the United Kingdom of Great Britain and 
Northern Ireland, or (2) upon the effective dete of any permit granted by the 
Board to some other carrier designated by the United Kingdom of Great Britain 
and Northern Ireland in lieu of the holder hereof pursuant to any such treaty, 
convention, or agreement, or amendment thereto, relating to air-transport serv- 
ice, or (3) upon the termination or expiration of the said Bilateral Air Transport 
Agreement: Provided, however, That if prior to the occurrence of the event spe- 
cified in this clause (3) the operation of the foreign sir transportation herein au- 
thorized becomes the subject of any treaty, convention, or «steement to which 
the United States and the United Kingdom of Great Britei. and Northern Ire- 
land are or shall have become parties, then and in that event this permit is con- 
tinued in effect during the period provided in such treaty, convention, or agree- 
ment. 

In witness whereof, the Civil Aeronautics Board has caused this permit to be 
executed by its Chairman and the seal of the Board to be affixed hereto, attested 
by the secretary of the Board, on the 15th day of June 1950. 

Approved: 

Harry 8S. TrRuMAN. 

Tue Warre Houser, June 29, 1950. 


KLM ROYAL DUTCH AIRLINES 
(KONINKLIJKE LucHTVAART Maatscuappis, N. V.) 
GENERAL 


The Netherlands is a small but densely populated country with a tradition of 
seafaring and trading in all parts of the world. It is heavily dependent on foreign 
commerce, overseas investments, and shipping. Indonesia, a country rich in 
natural resources, was until recently a Dutch colony, and still retains many 
economic bonds with the Netherlands. The Dutch have kept control over 
several small but valuable islands in the West Indies, Surinam (Dutch Guiana) 
on the continent of South America, and the western half of New Guinea. Com- 
mercial aviation has been regarded by the Netherlands as a natural complement 
to the Dutch interest in shipping, as a stimulant of Dutch commercial and financial 
relations with other countries, and as a source of foreign exchange. It has also 
been considered an important link between the colonies and the mother country. 
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THE COMPANY 


KLM has the distinction of being the oldest continuously operating air carrier 
in the world. Its services were inaugurated in May 1920. Originally organized 
as a purely private corporation, it became largely Government-owned through the 
investment of Government funds in 1927 and 1929. It had an interlocking rela- 
tionship with KNILM, a largely privately owned company which operated services 
in the Netherlands East Indies until 194, when KNILM was merged with KLM. 
At present, KLM has a 50 percent interest (15,000,000 guilders) in Garuda 
Indonesian Airways, the other 50 percent being held by the Indonesian Govern- 
ment. KLM also provides technical assistance to Garuda, which operates domes- 
tic services in Indonesia and New Guinea and short-haul international services 
to the Philippines and Singapore. 


ROUTES 


Owing to the small size of the Netherlands, the domestic. services of KLM 
have been of little significance and have been recently curtailed. The company 
orovides regular service to most of the capitals and important traffic centers of 
Vestern Europe and the Middle East. Intercontinental routes extend as far as 
Jakarta (formerly Batavia) in Indonesia; Johannesburg in South Africa; Buenos 
Aires in Argentina; Caracas and the Dutch possessions in South America and the 
West Indies; Montreal in Canada; and New York in the United States (currently 
10 round-trips a week are flown between Amsterdam and New York, either non- 
stop or via intermediate points). A service from Amsterdam to the West Indies 
is operated via New York, but KLM may not pick up traffic in New York for the 
West Indies nor discharge traffic in New York from the West Indies. Another 
service from Amsterdam to the West Indies is flown via Montreal. In the Carib- 
bean area a network of short-haul international services is operated; Miami is 
one of the terminals of these services, being connected with Curacao and Aruba 
via intermediate points. Many of KLM’s services are operated in pool with other 
companies. 

The operating rights of KLM in the United States are based on two permits 
issued by the Civil Aeronautics Board and approved in 1948. One of these per- 
mits authorizes service from coterminal points in Aruba and Curacao to Miami 
via intermediate points (appendix A); the other permit authorizes the trans- 
Atlantic service between Amsterdam and New York via intermediate points 
(appendix B). These permits replaced those approved on April 4, 1946. 

The route between Amsterdam and the West Indies is operated via New York 
under the provisions of the Chicago air services transit agreement which grants 
no traffic privileges. There is no bilateral air transport agreement between the 
Netherlands and the United States. KLM competes with Pan American World 
Airways, Inc., and, less directly, with Trans World Airlines, Inc., on the trans- 
Atlantic route; and with Pan American and several other United States carriers 
on the services between Miami and points in the Caribbean area. 


FLIGHT EQUIPMENT 


At the latest reports KLM’s fleet consisted of the following aircraft: 17 Con- 
stellations, 7 DC—6’s, 10 DC—4’s, 12 Convair liners, 20 DC-3’s, 1 Auster. On 
order are nine Super Constellations 1049-C and seven DC-6B’s. Most of the 
engines are of United States manufacture. 


OWNERSHIP AND CONTROL 


(Nore.—Fluctuations in the foreign exchange rate of the Netherlands guilder 
are of major significance in stating conversions in terms of United States dollars. 
On November 2, 1945, when postwar quotations were resumed, the guilder was 
indicated at $0.37933. (This compared with a prewar rate of $0.53128.) On 
September 23, 1949, devaluation reduced the price of the guilder to $0.2640. 
Fluctuations in recent years have varied slightly from this quotation from around 
$0.26279 to about $0.2650. For purposes of this study and in order to establish 
a greater degree of uniformity, the conversion rate applied is $0.3770 for the 
postwar period through September 23, 1949. Conversions for subsequent periods 
take a $0.2630 rate. It has been necessary to make arbitrary assumptions in 
applying the $0.3770 conversion rate to 1949 income accounts while using the 
$0.2630 rate for 1949 year-end balance sheet account determinations.) 

The capital stock of KLM, which isin form a private corporation, has been 
divided into several classes of shares, the designation of which has been changed 
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from time to time, but all stockholders, regardless of the class of shares held by 
them, are entitled to 1 vote for every 400 guilders of nominal value of stock. 

By the outbreak of World War II the Netherlands Government had acquired 
a controlling interest in the company. From 1929 to 1945 KLM’s capital stock 
of 3,353,200 guilders was distributed as follows: 


j 
| Nominal value of shares held 
Nominal value 


Class of shares nein oo ————___________— 
State Others 





Guilders | Guilders | Guilders 
NN IND I ge ing b a caccwesnciastbdsnsemesceseause 1,000 | 100, 000 | None 
First preference B 1, 000 None 500, 000 
Second preference 1, 000 None 80, 000 
100, 000 1, 500, 000 | None 
400, 000 | 200, 000 
None | 573, 200 


2, 000, 000 1, 353, 200 








The state, accordingly, had 5,000 votes out of a total of 8,383. 

In 1946, Government loans to the company in the amount of 38,000,000 guilders 
($14,326,000) were converted into ordinary shares and various classes of shares 
were redesignated. At the end of 1946, the capital stock of 41,364,000 guilders 
($15,594,228) was distributed as follows: 


: | Nominal value of shares held 
Nominal value | taille aoe chaps 
Class of shares pershare | | 

State | Others 

| — 

| 


Guilders | Guilders | Guilders 
Priority A 1, 000 | 100, 000 | None 
Priority B | 1, 000 | None | 90, 000 
: 1, 000 | None | 1, 074, 000 
Ordinary -_- Soeccakwapeaciataemel 100, 000 | 39, 900, 000 | None 


1, 000 | None | 200, 000 





40, 000, 000 | 1, 364, 000 


New stock was issued in 1947 and 1948, the company’s capital standing at the 
end of 1948 at 57,954,000 guilders. Some shares were issued to KNILM stock- 
holders at the merger of the two companies in 1947, but most of the new stock 
was taken by the state. No stock wag issued in 1949. The authorized capital 
was 100,000,000 guilders. At the end of 1949 the distribution of the issued 
capital stock was unofficially reported to be as follows: 


| 


Nominal value of shares held 


; Nominal value 
Class of shares nae ahaet oleh ai 


State Others 


j 


Guilders j Guilders Guilders 
Priority A a 1, 000 | 100, 000 | None 
Priority B- emma rapa saienees ones Sane 1, 000 None | 105, 000 
4 percent cumulative preference... 1,000 | None | 1, 074, 000 
Ordinary. oe o —- cing a tiie a ees ete 100, 000 | 39, 900, 000 5, 000, 000 
We : 1,000 | 11,000, 000 | 775, 000 


TEE ee gd 51, 000, 000 | 6, 954, 000 


There is reason to believe that of the shares held by “others,” 5,010,000 guilders 
was owned by the Netherlands Railways, which is a wholly Government-owned 
company. Privately owned stock thus probably amounted to only 1,944,000 
guilders. 

Under a law of August 21, 1950, the Government holdings of KLM stock were 
to be increased by 65 million guilders from 51 million to 116 million guilders 
($30,508,000). Of this amount, 50 million guilders represent a conversion of 





824 SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 


previously authorized indebtedness of the company to the Government, andJ15 
million guilders are a new investment by the state in the company. TheJauthor- 
ized capital was raised from 100 million to 200 million guilders, but there is no 
indication of any increase in privately held stock. The Government apparently 
controls today, directly and through the Netherlands Railways, some 98 percent 
of the stock of the company, with corresponding voting power. Most of the 
private shareholders are Netherlands nationals. 

Holders of priority A and priority B shares are entitled to nominate a certain 
proportion of the members of the board of directors and the board of control. 
Details are not aveijleble, but Government nominees are believed to constitute a 
majority in at least one of these boards. 


FINANCIAL POSITION 


As of December 31, 1949, following the heavy losses sustained duritig the year 
(see below), KLM had an apparent working capital balance of 3,110,569 guilders 
($818,080), exclusive of the indebtedness to the Government subsequently con- 
verted into capital stock, and of the sums made available to the company under 
the law of August 21, 1950. Government aid served to strengthen the company’s 
position in 1950. 

At the end of 1949 flight equipment including payments on aircraft under 
construction made up 31.6 percent of the company’s assets. 


EARNINGS 


KLM made a profit before direct subsidies for the first time in 1946. Profits 
were also made in 1947 and 1948, but the company suffered heavy reverses in 
1949. The net profits or losses during this period are shown in the following 
table: 


Net profit or loss (—) before 
direct subsidy 


United States 
Guilders dollars 





309, 888 

49, 959 

45, 527 

— 10, 437, 834 


1 821, 985 


' Including 600,000 guilders set aside for Netherlands taxes. 
2 After taxes. 


The loss in 1949 was largely due to the suspension of KLM’s operating privileges 
in India, Pakistan, Burma, and Ceylon in the first half of 1949 as 2 sanction azainst. 
the military action undertaken by the Netherlands against the Republic of Indo- 
nesia. An emergency service was maintained via Mauritius resulting:in addi- 
tional expenditures, lower frequencies, and reductions in pay-lo2d capacity owing 
to the necessity of carrying more fuel. The loss caused by this rerouting was 
estimated at 27,200,000 guilders ($7,153,600). Other contributing factors were 
higher costs of supplies, the effects of the devaluation of the guilder on September 
19, 1949, and the loss of two aircraft in accidents. 

In 1950 KLM had a net loss of 2,230,188 guilders, but ‘‘supplementary revenue 
from previous years’’ enabled it to close the books with a net surplus of 56,000 
guilders. Depreciation charges, which appear to be rather high, have been car- 
ried at the following figures in recent years: 


Depreciation charges 
a 
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United States 
Guilders dollars 


433, 
19, 616, 507 395, 
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It is stated that flight equipment is depreciated on the assumption of economic 
opérationel life of 6 years for Constellations, DC—6’s, and Convair Liners and 4 
years for DC—4’s and C-54B’s. C-—54A’s and DC-3’s had been written down to 
residual value by 1949. In thet year, a sum of 5,000,000 guilders ($1,315,000) 
was charged for “extra deprecietion’’ regarded as 2 ca ital reserve. 

It should be noted that from August 1, 1947 (the date on which KNILM was 
merged with KLM), until the end of 1949, KLM opereted an interisland service 
in the East Indies for the account of the Netherlands Eest Indies Government 
with eireraft provided by the Government. The financial results of this operation 
were not ineluded in the general accounts of the company. The budgets of this 
service were as follows: 


Year Guilders United States 
dollars 





Skies Sika be <b uae pea ee Abia aires Widens -cedpbchiosh pa status x : 9, 700, 000 3. 656, 
NEEM, ENE IR ELIE OEE TTR Re. © ATT NE ED NS wl 31, 300, 000 | 8, 231, 900 
rial ak el beeae toca diedl % maleic say oh aaDian ote abde anole a seasestante 1p 4b alkene is ae j (2) ! 2 


1 August to December. 
2 Not available. 


MAIL PAYMENTS 


Before World War II payments for the carriage of mail between the Netherlands 
and the East Indies were made on a guaranteed-load basis and contained an 
element of subsidv. The post office deficit on this service appears to have been 
about 900,000 guilders ($339,300) in 1938. 

There is no indication that mail payments received by KLM since the end of 
the war have contained a subsidy element. On international routes KLM is paid 
at UPU rates for the carriage of Netherlands mail. On the service between 
Amsterdam and Jakarta mail is reported to be carried at a considerably lower 
rate. 

The average unit rate received by KLM for the carriage of mail is shown in 
the following table: 


3 ‘ ‘ ; Mail revenue 
M . Ms venue ; 
Year fail carried fail revenue per unit ton-mile 





United States 


| 
| 

-_-—-- + 
j 


Ton-kilometer | Guilders | dollars 
ee tO Pee Sigs s Sites ar aetna 5,770,000 | 12, 747, 000 | 1.34 
eae Lac g a 8, 239, 000 | 16, 491, 000 | 1.21 
eR icsiitigi Dh Laeceleetatdet wis niin dolinwitern nus adeinatans } 10,373,000 | 18, 053, 000 | 74 
dint O59 oo es <mpessencseness wenn n nner nee nen eenene-ee| 8, 963, 000 | 19, 249, 000 .91 


The proportion of mail revenue to total revenue (before direct subsidies) has 
been as follows: 








Percent of mail 
Year | Mail revenue | Tota] revenue |revenue to total 

revenue 

Guilders Guilders 

BA ink idldemcennndes ining low gite pglihsbataidie sien | 12, 747,000 | 69, 568, 693 18.3 
a a al ae ahd delnina a bMiinsgin sab anne tee 16, 491, 000 | 105, 671, 378 15.6 
Mi chiis dha nue de sbeene se engipe a Sah akan = vite ipa sb 18, 053, 000 | 151, 635, 392 | 11.9 
a otik ode tik -cekatundwudsiephsosagdoypsinedhonde 19, 249, 000 137, 123, 053 | 14.0 


It may be noted that payments by the Netherlands Post Office to KIL.M were 
7,950,000 guilders in 1948 and 8,800,000 guilders in 1949 indicating that the bulk 
of the company’s mail revenue is derived from the carriage of mail for the account 
of foreign post offices. 


GOVERNMENT AID 





KLM has received Government aid in the form of direct subsidies, capital 
investment, loans, guaranties of borrowing, and expenditures for airports and other 
facilities. This aid may be considered offset in part by reduced rates charged 
to the Government and the Amsterdam-Jakarta route and by the participation of 
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the Government in the distribution of profits made by the company. It has also 
incidentally benefited by the Government’s civil aviation training program and 
by certain effects of currency control. Its equipment purchases have been facili- 
tated by ECA grants and a loan from the United States Export-Import Bank. 

Some aid is believed to be given by the Indonesian Government to Garuda 
International Airways, in which KLM has a 50-percent interest, but complete 
information is not available. In 1950 it was reported that the Indonesian Govern- 
ment was contributing approximately $6,000,000 for the purchase of equipment. 
This contribution is believed to have been made in the form of investment in 
capital stock. 

1. Direct subsidy —KLM received direct subsidies from the beginning of its 
activity until World War II. In the period 1920-22 the Government covered the 
deficits of the company up to a specified maximum. From 1923 to 1927 the 
subsidies were fixed in advance year by year. Under an agreement made in 1927 
the state undertook to pay a specified annual subsidy decreasing from 500,000 
guilders in 1927 to 100,000 guilders in.-1933. An extra amount was granted in 
1929 when the regular subsidy was insufficient to cover the company’s losses, and in 
1930 a new agreement provided for fixing the amounts of subsidies year by year. 

In 1930 the subsidy was 1,000,000 guilders; it was gradually reduced in sub- 
sequent years, but remained fixed at 547,800 guilders per year from 1936 to 
1939. In 1938 this subsidy was less than 5 percent of KLM’s total revenue. 
According to a recent official statement by the company the subsidy payments 
totaled approximately 944 million guilders between 1919 and 1938. 

Under the basic agreement between the company and the Government, ap- 
proved by a law of August 4, 1947, the Minister of Transport and Waterways may 
propose that a subsidy be granted to the company, the amount to be determined 
from year to year. No direct subsidies were given in 1946, 1947, 1948, and 1950; 
by the law of August 21, 1950, however, the company was granted a direct sub- 
sidy of 27,200,000 guilders ($7,153,600) to cover its loss in operating the service to 
the East Indies in 1949. (See above.) In addition, a non-interest-bearing loan 
of 10,000,000 guilders ($2,630,000) was made by the Government to the compatiy 
to cover most of the remainder of the losses sustained in 1949. This loan is re- 
payable out of future profits only, with the provision that any unpaid balance 
remaining after 1964 is to be canceled. In view of these terms, this ‘‘loan’’ 
may in effect be considered as a form of direct subsidy contingently recapturable 
out of future profits. 

Since the capital of KLM is largely owned by the Government, the balance of 
the loss for 1949 not covered by these payments and amounting to 2,487,582 
guilders ($654,234) must be considered as ultimately also falling on the public 
treasury. The same is true of any losses sustained in 1950 and 1951. 

2. Investment in capital stock.—The details of participation of the Netherlands 
Government in the capitalization of K1.M are discussed above under “Ownership 
and control.” The investment of the Government in the capital stock of the 
companv, accomplished largely through the conversion into stock of the company’s 
indébtedness to the Government, may be here summarized as follows: 

; Amount invested 

(guilders) 

1927-29__ poeckuy : - 2, 000, 000 

1946 38, 000, 600 

1947-48 <2 it, 000, 000 

1950-51 _ _ _- ; : _. 65, 000, 000 

{i 16, 000, 000 

PERG So EF Se Ree TS Ee i ~~ ($30, 508, 000 

In addition, 5,010,000 guilders are believed to have been invested in KLM stock 
by the Government-owned Netherlands Railways. 

In proposing the 1950 legislation increasing the. State’s investment in KLM 
to 116,000,000 guilders, the Government stated that the company would find it 
impossible to raise the necessary funds in the commercial money market. 

It must be noted that Government funds have been invested largely in ordinary 
stock dividends on which are not likely to be declared unless profits are unusually 
high. Nevertheless, the aid given to the company by the government in various 
forms (of which capital investment is the most important) is to some extent 
offset in several ways, including the following: 

(a) Government officials and Netherlands mail are carried on the Amster- 
dam-Jakarta route at reduced rates. 


Total _ —_-- 
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(b) As the owner of priority A shares, the Government is entitled to 
priority in the distribution of profits. 

(c) The Government is entitled to a share in profits remaining after the 
payment of certain dividends. 

In 1946 a 4-percent dividend was paid on all shares, the Government receiving 
80,000 guilders ($30,160). In addition, it received 2,242 guilders as its share 
(10 percent) in undustributed profits. In 1947 and 1948 4-percent dividends 
were paid on preference and priority shares only, entitling the Government to 
4,000 guilders for each of these years. It is evident that the offsets represented 
by the Government’s share in the distribution of profits have so far been of 
insignificant magnitude. 

3. Government loans and guaranties.—From time to time KLM has received 
funds on loan from the Government but eventually most of the loans have been 
converted into capital stock, as explained above. Thus the 38,000,000 guilders 
($14,326,000) invested by the state in KLM in 1946 represented the conversion 
of a government-guaranteed loan of 2,500,000 guilders made in 1938 and of 
Government credit in the amount of 35,500,000 guilders given to the company in 
1945-46. By the law of August 4, 1947, the Government was authorized to loan 
or guarantee loans to KLM up to 50,000,000 guilders ($18,850,000) ; this amount 
was converted into capital stock under the law of August 21, 1950. In addition, 
the company, at the end of 1949, owed the Government 12,069,000 guilders 
($3,174,147) for four Constellations and it also was indebted in the amount of 
33,200,000 guilders ($8,731,600) to Herstelbank, a Government agency similar 
to RFC in the United States. 

The 1950 legislation authorized the Government to make new loans to KLM 
up to the amount of 15,000,000 guilders ($3,945,000) and in addition to guarantee 
borrowings from other sources up to 50,000,000 guilders ($13,150,000). The 
new funds are to be used in part to consolidate the existing indebtedness of the 
company to the government and to Herstelbank. The extent to which the new 
credit has been drawn upon.to date cannot be determined from the available 
sources. It is reported that in 1950 only 10,000,000 guilders in borrowings from 
private sources was guaranteed by the Government. The capital made avail- 
able by the Government and Herstelbank to KLM through loans or guaranties, 
exclusive of loans converted into stock, may be summarized as follows: 


| United States 


Guilders dollars 


Pee med OF WOO... cision cddcnnscUuses~ chs acibielssabeenes pe 45, 269, 000 | 11, 905, 747 
Authorized in 1950 hares bulbs 65, 000, 000 | 17, 095, 000 


4. ECA grants and Export-Import Bank credit.—KLM has also benefited through 
ECA grants and a loan from the Export-Import Bank. Since an equivalent of 
ECA grants in local currency is required to be deposited by the beneficiary in a 
counterpart fund, the proceeds of such grants are not directly reflected in the ac- 
counts of the company. Available information indicates that ECA procurement 
authorizations for shipment of aircraft, engines and parts to the Netherlands 
totaled $29,562,000 as of March 31, 1951, and that paid shipments, totaling $25,- 
417,000 as of the same date, included $10,400,000 in complete aircraft, $4,842,000 
in aircraft parts and accessories, $7,650,000 in aircraft engines and accessories, 
and $2,525,000 in other equipment. It is believed that the bulk of these ship- 
ments were to KLM. By the end of 1948, ECA had allocated $8,000,000 for the 
purchase of American aircraft (mostly DC-—6’s) by KLM. 

The purchase of nine Constellations by KLM in 1947 was in part financed by 
credit made available by the Export-Import Bank to the Lockheed Aircraft Corp. 
reported by the Export-Import Bank officials to be in the amount of $2,666,816, 
repayable in 4 years at 3 percent interest and guaranteed by the. Netherlands 
Government. The New York Times, however, for May 30, 1947, reports the 
amount involved at $3,161,812. 

5. Expenditures for airports and ground facilities —The benefits derived by KLM 
from Netherlands Government expenditures on airports and other ground facili- 
ties are not large, since most of the company’s operations are conducted outside 
of Netherlands territory. In the Netherlands the Schipho) Airport is the only one 
used for international traffic. The Netherlands Government supports two 
weather ships in the North Atlantic. 


86630—51—pt. 2———_5 
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The total civil aviation budgets of the Netherlands Government in recent years 
have been reported as follows: 


Ordinary budget, current Extraordinary budget, capital 
expenses investment 


United States United States 
Guilders dollars Guilders dollars 


1 24, 289, 000 388, 007 
19, 010, 000 999, 630 
8, Nate 741 


, 
, 
* 


‘ 
307, 000 2 
) @ 


1 Estimated actual expenditure including investment of F1. 4,000,000 in KLM shares. 
2 In 1950, the expected receipts offsetting the budgeted expenditures were 2,007,000 guilders. 


3 Not available. 

These figures do not include the extraordinary direct subsidy granted to KLM 
for losses in 1949 (see above). Of the capital investment budgets, 8,167,000 
guilders ($2,147,921) in 1948 and 15,000,000 guilders ($3,945,000) in 1949 were 
reported to be for airports. A 10-year project of airport development published 
by the Government in 1949 calls for a total expenditure of about $38,000,000, 
including the government’s contribution to Schiphol. 

Until January 1, 1950, the Schiphol Airport was operated by the Amsterdam 
municipality. Since then a special airport authority has been formed in which 
60 percent of the interest is held by the national Government and 40 percent by 
the city of Amsterdam. By the end of 1951 the total capital expenditure on the 
Schiphol Airport is officially estimated to have amounted to $21,220,160, including 
contributions by the Covernment and the investment of KLM in its buildings 
($3,713,714). Under the new arrangement, the Government will bear 100 percent 
of the capital cost of runways and 60 percent of the capital cost of buildings and 
installations. In 1950 the estimated operating loss of the airport was 1,480,000 
guilders ($389,240) (after depreciation charges of 1,134,000 guilders and capital 
charges of 1,130,000 guilders). The landing fees per 1,000 kilograms are 2 dallars 
for domestic traffic. This scale is of some benefit to KLM which has a monopoly 
of domestic traffic. It is unofficially reported that KLM accounts for about 
80 percent of all landings at Schiphol. 

No information is available concerning government expenditures on ground 
facilities in the Netherlands West Indies and in Indonesia. 

6. Training of personnel.—The Netherlands Government operates a civil 
aviation school some graduates of which (including pilots, navigators, and engi- 
neers) obtain employment with KLM. Appropriations in the national budget 
for the current and capital expenses of this school have been as follows: 


Current ex- Capital ex- | Total United 
penditures penditures | Total guilders | <,° = 
(guilders) (guilders) States dollars 


1 212, 000 
1, 690, 000 
300, 000 | 


1 Estimated actual expenditure. 


In addition, the Government grants a small subsidy (23,000 guilders in 1950) to 
a private aviation school. 

7. Currency control—An incidental advantage to KLM accrues from a regulation 
requiring Netherlands residents to obtain a foreign-currency license to purchase 
a ticket from a foreign earrier for a trip not touching at the Netherlands (e. g., 
from London to Istanbul direct). This limitation is designed primarily as a 
means of saving scarce foreign exchange. 


GENERAL SUMMARY 


Government aid to KLM given in definitely ascertainable amounts may be 
summarized as follows: 

1. Direct subsidy.—To cover the usually heavy operating losses of KLM in 
1949 the Government granted the company a total direct subsidy of 37,200,000 
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guilders ($9,783,600), including 10,000,000 guilders in a non-interest-bearing con- 
tingently repayable loan. 

2. Capital investment.—The Government has invested the following amounts 
in the capital stock of KLM: 


Amount invested 


| 
i 
Year | ey 
| : i‘ | Uni States 
| Guilders oilars 
ome ASR a - [- — >a Pit oa _ iin 
IS re eR Trae a oh a a el or a 2,000,000 |.......-----.--- 
Rag RES ONE SER SRS EES LRN Sai Sia, SRR aI ep eee 
ee Oe ee a ee et oe en teen ee | 31,000; 000 ees ee 
NTE ee ee eee 65,000,000 |... -.. 222-2... 
TN ee ln wnneireat | 116, 000,000 | 30, 508, 000 


Most of the funds so invested had been previously made available to the com- 
pany in the form of loans or guaranties. In addition, a total of 5,010,000 guilders 
is believed to have been invested in KLM stock by the Government-owned 
Netherlands Railways. 

3. Government loans and guaranties.—In addition to the loans and guaranties 
converted into capital stock (see above), KLM has enjoyed the following Govern- 
ment credit (including credit extended by the quasi-governmental Herstelbank), 





Guilders United States 





dollars 
I ta i 45, 269, 000 | 11, 905, 747 
Ne TT oe peamanekccet | 65, 000, 000 | 17, 095, 000 





KLM has also benefited by ECA grants and a loan from the United States 
Export-Import Bank. It has also received some aid through Government ex- 
penditures for ground facilities and training of civil aviation personnel, and has 
been incidentally benefited by currency regulations. 


PRINCIPAL SOURCES USED 


KLM Annual Reports and Annual Surveys; United States Civil Aeronautics 
Board, Koninklijke Luchtvaart Maatschappij, N. V. (KLM) (mimeographed, 
October 5, 1948); Lissitzyn, International Air Transport and National Policy 
(New York, 1942); The Aeroplane, June 15, 1951; releases of the Schiphol Airport 
Authority; information supplied by ECA and Export-Import Bank; United States 
Department of State, unclassified files; periodical files; air travel guides. 





APPENDIX A 
Fore1icn Arr CARRIER PERMIT 


KLM Royal Dutch Airlines is hereby authorized, subject to the provisions here- 
inafter set forth, the provisions of the Civil Aeronautics Act of 1938, as amended, 
and the orders, rules, and regulations issued thereunder, to engage in foreign air 
transportation with respect to persons, property, and mail, as follows: 

Between the terminal point Amsterdam, the Netherlands, intermediate 
points in the United Kingdom, Eire, Newfoundland, and the Azores, and the 
terminal point New York, N. Y. 

The holder hereof shall conform to the airworthiness and airman competency 
requirements prescribed by the Government of the Netherlands for the Nether- 
lands international air service. 

This permit, as amended, shall be subject to all applicable provisions of any 
treaty, convention, or agreement affecting international air transportation to 
which the United States and the Netherlands shall be parties, now in effect, or 
that may become effective during the period this permit remains in effect. 

This permit, as amended, shall be subject to the conditions that in the event any 
practice develops which the Board regards as inimical to sound economic con- 
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ditions the holder and the Board will consult with respect thereto and will use 
their best efforts to agree upon modifications thereof satisfactory to the Board 
and the holder. 

The exercise of the privileges granted hereby shall be subject to such reasonable 
terms, conditions, and limitations required by the public interest as may from 
time to time be prescribed by the Board. . 

This permit, as amended, shall be effective from the date of its approval by the 
President of the United States. This permit, as amended, shall terminate 3 years 
after the date of its approval by the President of the United States, except that if 
during said period of 3 years the operation of the foreign air transportation herein 
authorized becomes the subject of any treaty, convention, or agreement to which 
the United States and the Netherlands are or shall have become parties, then and 
in that event this permit, as amended, is continued in effect during the period 
provided in such treaty, convention, or agreement. 

In witness whereof, the Civil Aeronautics Board has caused this permit, as 
amended, to be executed by its chairman and the seal of the Board to be affixed 
ae omenes by the Secretary of the Board, on the 5th day of August 1948. 

Approved: 


Harry 8S. Truman. 
Tue Wurre House, September 17, 1948. 


ApPENpDIx B 
Foreran Ark CARRIER PERMIT 


KLM Royal Dutch Airlines is hereby authorized, subject to the provisions 
hereinafter set forth, the provisions of the Civil Aeronautics Act of 1938, as 
amended, and the orders, rules, and regulations issued thereunder, to engage in 
foreign air transportation with respect to persons, property, and mail, as follows: 

Between the coterminal points Oranjestad, Aruba, Netherlands West 
Indies and Willemstad, Curacao, Netherlands West Indies, the intermediate 
points Ciudad Trujillo, Domincan Republic; Port-au-Prince, Haiti; Kings- 
ton, Jamaica; and Camaguey and Habana, Cuba, and the terminal point 
Miami, Fla. 

The holder hereof shall conform to the airworthiness and airman competency 
requirements prescribed by the Government of the Netherlands for the Nether- 
lands international air service. 

This permit, as amended, shall be subject to all applicable provisions of any 
treaty, convention, or agreement affecting international air transportation to 
which the United States and the Netherlands shall be parties, now in effect, or 
that may become effective during the period this permit remains in effect. 

This permit, as amended, shall be subject to the condition that in the event any 
practice develops which the Board regards as inimical to sound economic con- 
ditions the holder and the Board will consult with respect thereto and will use 
their best efforts to agree upon modifications thereof satisfactory to the Board 
and the holder. 

The exercise of the privileges granted hereby shall be subject to such reason- 
able terms, conditions, and limitations required by the public interest as may 
from time to time be prescribed by the Board. 

This permit, as amended, shall be effective from the date of its approval by 
the President of the United States. This permit, as amended, shall terminate on 
April 4, 1949, except that if before April 4, 1949, the operation of the foreign air 
transportation herein authorized becomes the subject of any treaty, convention, 
or agreement to which the United States and the Netherlands are, or shall have 
become, parties, then and in that event this permit, as amended, is continued in’ 
effect during the period provided in such treaty, convention, or agreement. 

In witness whereof, the Civil Aeronautics Board has caused this permit, as 
amended, to be executed by its Chairman and the seal of the Board to be affixed 
hereto, attested by the Secretary of the Board, on the 10th day of May 1948. 

Approved: 

Harry 8S. Truman 

Tue Waite House, May 20, 1948. 


Docket No. 3370, KLM, Royal Dutch Airlines, air carrier premit—order 
adopted August 5, 1948. The Board having heretofore issued to KLM, Royal 
Dutch Airlines (KLM), pursuant to order dated July 22, 1947 (8 C. A. B. 225), 
and approved by the President of the United States July 30, 1947, and amended 
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foreign air carrier permit authorizing service between the terminal point Amster- 
dam, the Netherlands, intermediate points in the United Kingdom, Eire, New- 
foundland, and the Azores, and the terminal point New York, N. Y., said permit to 
terminate 1 year after the date of its approval by the President; 

KLM having filed with the Board on May 28, 1948, pursuant to section 402 (g) 
of the Civil Aeronautics Act of 1938, as amended, an application for amendment 
of the aforesaid amended foreign air carrier permit so as to extend the effective- 
ness thereof for a period of 3 years; 

A copy of the aforesaid application having been transmitted to the President 
of the United States in accordance with the requirements of section 801 of the 
Act, and a full public hearing having been held on said application ; and 

The Board, upon consideration of the record, finding: 1. That KLM is the only 
Netherlands airline authorized to perform air-transportation service within the 
Netherlands and provides the only direct air service between the United States and 
the Netherlands other than the American-flag service provided by American 
Overseas Airlines, Inc.: 

2. That during the period from May 1947 to April 1948, inclusive, KLM 
carried between the United States and the Netherlands a monthiy average of more 
than 1,000 passengers, 21,102 kilograms of property, 2,694 kilograms of excess 
baggage, et 3,925 kilograms of mail; 

3. That in order to meet the demands of the public for its transatlantic service 
KLM has increased the frequencies of its passenger flights and has inaugurated 
special freight service; 

4. That the officers and directors of KLM are Netherlands subjects and tKat, 
except for negligible holdings by British subjects, all of the outstanding capital 
stock of KLM is owned by the Netherlands Government or nationals of that 
country ; 

5. That.amendment of said permit so as to extend the effectiveness thereof 
for a period of 3 years is in the public interest and that KLM is fit, willing, and 
able to perform the transportation to be authorized thereby and to conform to the 
provisions of the Act and the rules, regulations, and requirements of the Board 
thereunder. 

It is ordered: 1. That the foreign air carrier permit issued to KLM Royal Dutch 
Airlines pursuant to order dated July 22, 1947, be amended and issued in the form 
attached hereto; 

2. That said amended permit shall be signed on behalf of the Board by its 
Chairman, shall have affixed thereto the seal of the Board, attested by the Sec- 
retary, and shall be effective from the date of its approval by the President 
of the United States; and 

3. That the exercise of the privileges granted by said permit shall be subject 
to the terms, conditions, and limitations prescribed by sections 238.4 and 238.7 
of the Board’s Economic Regulations and such other reasonable terms, conditions, 
and limitations required by the public interest as may from time to time be 
prescribed by the Board. 

Approved: Harry 8S. TRUMAN. 

Tue Wuire Houss, September 17, 1948. 


SuPPLEMENTARY Report, KLM Royat Dutcu AIRLINES 


The following particulars have been supplied concerning the operation of the 
Netherlands currency restrictions: 
From The Hague: ‘‘The Netherlands Bank has issued regulations which re- 
strict the acceptance of local currency by PAA. Local currency may only be 
accepted for— 
1. All eargo. 
2. Passages within Europe commencing in Holland, v.v. 
3. Passages from Amsterdam to New York, v.v. 

and only from local residents. 

‘In all other cases we can only accept local currency, if an individual permis- 
sion for each case has been granted by the Netherlands Bank. General practice 
of the Netherlands Bank is not to give permission for travel by PAA if there is 
any alternative for the passenger, of if no Dutch interest is being promoted by 
the tri 

ron Paramaribo, Surinani: ‘‘PAA can sell tickets freely to and from Europe, 
United States of America (gateway stations), Middle and South America; how- 
ever, for a passenger to India a permit is required for the portion Beirut to India. 
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Permits are also required for travel within the United States of America and over 
our Pacific services. For instance, a passenger to Hong Kong needs a permit to 
purchase a ticket from New York or Miami to San Francisco (air, rail, or bus) 
and further to Hong Kong (air or boat). 
‘*These same restrictions apply to KLM, but they remit either Curacao or 
Netherlands guilders via their agent, the Curacao Trading Co. * * 
“The written restrictions described here above were put into effect on Decem- 
ber 2, 1949, and they affected our sales as follows: 
“Total remittance 1949: $123,089.28; average per month $10,257.44, 
“Total remittance 1950: $94,246.65; average per month, $7,853.89. 
“January to April 1951: $27,920.84; average per month, $6,980.21.” 


SCANDINAVIAN AIRLINES SYSTEM (SAS) 
GENERAL 


Scandinavian nations have long been interested in air transportation as an 
adjunct to their commercial and shipping activities. National pride as well as 
commercial considerations have induced the governments of these netions to 
foster the development of airlines. The Danish company Det Danske Luft- 
fartselskab A/S (DDL) is the oldest existing air carrier in the world, having been 
organized in October 1918, although it did not start operating until "August 1920. 
Thé Swedish company Aktiebolaget Aerotransport A/B (ABA) was founded in 
1924, and the Norwegian company Det Norske Luftfartselskap A/S (DNL) was 
organized i in 1927, but both of these companies had predecessors in their respective 
countries. DNL was set up as a new company in 1946. 


THE ORGANIZATION 


Until 1946 the three Scandinavian air carriers operated entirely separate 
services which were in part competitive. The existence of SAS dates from July 
31, 1946, when a consortium agreement for the joint operation of intercontinental 
services was signed. The original Swedish participant in this consortium was 
Svensk Interkontinental Lufttrafik A/B (aI LA), which had an interlocking 
relationship with ABA and which was merged with the latter in 1948, retaining 
identity only as a holding corporation. 

Under the consortion agreement of 1946, as amended on July 4, 1947, the three 
national companies participated in the joint organization in the ratio of 3:2:2 
for ABA, DDL, and DNL, respectively. The aircraft were provided by the three 
companies which retained title to them and received in return a “chartering fee’’ 
equal to depreciation on a 6-year basis plus 6 percent interest on the value of the 
aircraft after depreciation. Each company also undertook to make available to 
SAS a minimum of four complete crews for each aircraft provided by it, and traffic, 
sales, and station service in its home country. The three participants shared all 
profits and losses of SAS in the 3:2:2ratio. The intercontinental service of these 
Scandinavian companies were immediately placed under the SAS insignia. 

The European services continued to be run separately by the three companies 
until 1948, when a joint organization on a somewhat different basis was set up for 
the operation of these services under a provisional agreement replaced by a more 
definitive agreement signed on June 25, 1949. The European SAS had many of 
the characteristics of a pool rather than a consortium, since each party covered 
the expenses of its own operations within the framework of the eement while 
the revenues were divided in proportion to the ton-kilometers made available by 
the three companies. This looser organization, known as SAS, European Divi- 
sion (ESAS), did not publish financial statements of its own, the operating ex- 
penses and revenues being directly included in the regular accounts of the re- 
spective participants. 

The intercontinental consortium, known as SAS, overseas division (OSAS) 
published its own accounts, and only the shares of its net profits or losses falling 
to each of the three participants were entered in the latter’s accounts as well as the 
“chartering fees’’ and other payments for equipment and services made available 
to the consortion. 

The loose and top-heavy administrative system of SAS and the heavy losses 
sustained in 1948 led to the conclusion of a new consortium agreement on February 
8, 1951, which was put into force retroactively as of October 1, 1950. This 
reorganization took place simultaneously with the reorganizations of the Danish 
and Norwegian companies which had suffered particularly heavy losses. 
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The new consortium is a single operating organization, the three parent airlines 
becoming holding companies. The properties and rights of the consortium are 
owned jointly by the three parent companies in the ratio of 3:2:2 for ABA, DDL, 
and DNL, and the profits and losses are divided in the same proportion. The 
initial ital, contributed in the same proportion, is to be 157% million Swedish 
kronot ($30,466,250). The three companies are jointly and severally liable for 
the obligations of the consortium to third parties. Each company continues 
to be the owner of record of the aircraft contributed by it, but the parties agree to 
treat such aircraft as the property of the consortium in their mutual relations, the 
consortium having the power to control, use, charter, lease and dispose of such air- 
craft by sale or otherwise. In the management of the consortium the three 
companies have an equal voice. 

SAS is not the only Scandinavian operator of scheduled air transport services. 
There are several privately owned carriers in Norway, including Braathens, 
South American, a Far East Air Transport A/S (SAFE) which has a service to 
the Far East. 

ROUTES 


The new consortium, as a single operating entity, has a network of routes in 
Europe, serving most of the capitals and principal traffic centers as far east as 
Helsinki and Istanbul. Many of these routes are operated in pool with other 
airlines. Its intercontinental services extend as far as Tokyo in the Far East, 
Nairobi in East Africa, Buenos Aires in South America, and New York in North 
America. Eleven roundtrips a week are currently operated between points in 
Scandinavia and New York. 

The United States has bilateral air transport agreements with all three of the 
Scandinavian countries, but the permits issued in 1946 under these agreements 
to the national companies of these countries were replaced by a single permit 
issued to SAS in its own name and approved December 2, 1947 (appendix A). 
The consortium is authorized by this permit to operate a service from the cotermi- 
nal points Stockholm, Oslo, Stabanger, and Copenhagen to the alternate terminal 
points New York and Chicago via intermediate points. On the trans-Atlantic 
route SAS competes with Pan American World Airways, Inc. 


FLIGHT EQUIPMENT 





At the latest reports the fleet of SAS consisted of the following aircraft: 12 
DC-6’s, 9 DC-4’s, 26-DC-3’s, 6 SAAB Scandias, 2 Sandringham flying boats, 
2 JU-—52’s. There are from 8 to 10 DC-6B’s on order. Most of the engines are 
of United States manufacture. 


OWNERSHIP AND CONTROL 
















As previously indicated, the three pores companies have shares in the con- 
sortium in the ratio of 3:2:2 for ABA, DDL, and DNL, respectively, and an equal 
voice in the management. The voting members of the board of directors con- 
sist of a maximum of six representatives from each of the companies, who must 
be members of the boards of their respective companies and are appointed special- 
ly for each meeting of the SAS board. The general manager (president) and 
other managers, if any, are appointed by the board. 

In each of the participating companies the respective governments hold a 50- 
percent interest and have a corresponding representative on the boards of direc- 
tors. The other 50 percent is held by private persons. 
















FINANCIAL POSITION 





Note—To state values of foreign exchange in terms of United States dollars is 
particularly involved in the case of the Scandinavian countries. All three 
countries—Sweden, Norway, and Denmark—have experienced fluctuations in 
their foreign-exchange rate without any relationship with one another. Sweden, 
a nonbelligerent of World War II, enjoyed a relatively stable currency through- 
out. Norway and Denmark did not have the same experience. 

Prior to the war, the Swedish krona was quoted around $0.2412. It fluctuated 
around this level until July 13, 1946, when it rose to $0.2778, remaining in that 
area until the British sterling devaluation of September 1949. At that point 
the Swedish krona fell to $0.1935, at which level it remains today. 

Norway’s krone, prewar, was quoted around $0.2352. Upon resumption of 
quotations following the war, a price of $0.2025 appeared. The September 1949 
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devaluation cut the Norwegian krone to around $0.1405, at which level it con- 
tinues to fluctuate. 

The Danish krone had an indicated quotation of around $0.20 prior to World 
War II. This same price currency level was resumed at the end of the war. 
During 1947 the quotations improved to around $0.21, remaining there until 
the September 1949 devaluations. At that time the Danish krone was cut to 
$0.1459, at which level it continues to fluctuate. 

For purposes of this study, conversions of Swedish kronor and Norwegian and 
Danish kroner into United States dollars have been made as follows: 





Year | Sweden | Norway Denmark 
| 

BS Ue he eee eeb tenn $0. 24 $0. 23 $0. 20 
CB isis tii ties EL iG ee edn anc eeeek ac . 28 a) . 20 
FI cinireniie 9 tomaiiiemaa waa iain ate gece bnnehale 4. cia Saeed . 28 23 .20 
Shiney nchaccgaetoneendyespidawsen tunnels olaamaaananntnes 2 | 20 2 
Bi nitines ois dersne-neepenieacin heads iigichaalin eases eee eae - 1935 - 1405 1450 
BO thin inc ds <a cin ppeacnnuss ca step sedan ab seei ek hienesee lena . 1935 . 1405 1450 
Nits issn, he Th dad. ch ction Pabelateaeb bad aaah - 1985 - 1405 1450 








No information is available of the financial position of SAS since its recent 
reorganization. By the end of 1949 the position of at least two members of the 
consortium had become precarious. The accumulated capital losses of DNL 
stood at 34,300,000 Norwegian kroner ($4,819,150), while the stock capital 
remained at 25,250,000 Norwegian kroner ($3,547,625). DDL had accumulated 
losses of 9,884,580 Danish kroner ($1,433,264); its capital stock was 30,000,000 
Danish kroner ($4,350,000). The position of the more heavily capitalized ABA 
was somewhat better, but it had lost 11,838,399 Swedish kronor ($2,290,788) in 
the 18 months ending June 30, 1949, although its capital had been raised to 
50,000,000 Swedish kronor ($9,675,000), : 

The reorganization of the Norwegian and Danish companies in 1950-51, larger 
subsidies (for details, see below), and more favorable operating results in 1949 
and 1950 are believed to have improved their positions, but no specific figures are 
available for the period after October 1, 1950. 


EARNINGS 


The net profits or losses of OSAS during the life of the old consortium were as 
follows: 


Net profit or loss (—) 








Year | 
Swedish United States 
kronor dollars 
atin ary riniongretesighicsitnilectnemginiailiasiid iin | —_-___—__} cntuieriontil 
| 
babes 0320800 Aa Rick SAS — 232, 783 | —65, 179 
GOD nai en Wii 6 ocd enpic cp penkan dn dben aise deh dade da bhbals 2 —9, 256, 988 —2, 501, 957 
ia eee i eae alee need oe EE 30, 889 5,977 
NE pec ta con tinea ae eden wang cnebodt- pire sibcined kta dea aaic sheds ie 4, 152, 501 803, 509 


117 months Aug. 1, 1946, to Dec. 31, 1947. ‘ 
2 Includes adjusted additional loss of 422,799.36 Swedish kronor for the 1946-47 period. 
39 months to Sept. 30, 1950. 





The depreciation charges of OSAS were as follows: 
Depreciation charges 
(Swedish kronor) 


en ae ace pe els Sai ee cr Sheps Ge ar os ae a; if 348 
SOROS So sce Seuss aera SEIS ahi alee LL lie aa ale 

SOF iis eka no Re ae ee cea hace a at an ate Saas calls 1, 664, 292 
pe hg EO RIREE ag sage Mma es Spec aE Bi 5 5.28 Phare eae pet into eG a goon tetas alae 1, 993, 682 


117 months Aug. 1, 1946, to Dec. 31, 1947. 

2 Not available. 

3 Does not include depreciation charges of 1,031,707 Swedish kronor and development and training costs, 
49 months to Sept. 30, 1950. 
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Does not include depreciation charges of 2,773,782 Swedish kronor on develop- 
ment and training costs. It should be noted that depreciation charges were not 
carried on OSAS accounts for equipment provided by the participating companies. 
The ‘‘chartering fees’’ paid for the use of such equipment were included in oper- 
ating expenses. 

Since the profits and losses of OSAS were divided between the participating 
companies and since the financial results of ESAS were not separately shown but 
included in the accounts of the respective companies, it is necessary to consider 
also the earnings of the participating companies as such. 

The net profits or losses (including shares in the profits or losses of OSAS) and 
the depreciation charges of the three Scandinavian companies in recent years are 
shown in the following tables: aah 





Net profit or loss (—) before 


direct subsidies Depreciation charges 





| | 
Year ee en en 
i Swedish United States | Swedish | United States 
kronor | dollars kronor | dollars 
| nea Penrraigsrereires ering ree eerste 
ities nial edits alli din oid eiome util | 492, 622 | 137, 934 | 1, 517, 556 424, 916 
1947 Cah ieahneg Tiataier cian aed acelin cual —1, 122, 270 | —314, 236 | 1, 696, 673 | 475, 068 
REC, Caer crip bs: Se aye xp eer sy | —12, 788, 699 | — 2, 474, 613 7, 935, 782 | 1, 535, 574 


} | 


1 Jan. 1, 1948, to June 30, 1949. 


In the fiscal year 1949-50 ABA was reported to have’a small profit after direct 
subsidy. SILA, prior to its merger with ABA, sustained a loss of 207,584 Swedish 
kronor in 1946, but managed to balance it off in 1947. 


DDL 


Net profit or loss (—) after 


| y Depreciati sharges ! 
direct subsidy epreciation charges 





Year | —— 7] a 

: | United States | stalls fe : United States 
Danish kroner dollars Danish kroner | dollars 

pi ert a pS cee a See ats Bes ee ee 

Ne aa oi 1, 758, 386 | 351, 677 | Mer to sae 

BE bites a ach dkecdaines ecake deepak | 2, 191, 526 | — 438, 305 | 3, 027, 608 | 605, 522 

Se dete dd satcsemucide sb eeedsdanton | —11, 834, 589 | — 2, 485, 264 | 4, 501, 100 945, 231 

BN dit ht. whi tired dancnee©~ weed tie oil 7, 215, 850 | —1, 515, 329 | 3, 777, 602 | 793, 296 

NN tae gE dhe ee eee ale ntpaitiets } 328, 237 | — 47, 504 2, 662, 960 \ 386, 129 


! Includes amortization of training costs. 
2 Not available. 
+9 months to Sept. 30, 1950. 


Depreciation charges 


7 i 
Net profit or loss (—) before | 
direct subsidy '! 

















Year Porerey rrr. hf! CL SC eee 
! i 
| Norwegian United States | Norwegian United States 
kroner dollars | kroner dollars 
a ara erp rp 
1947... .- eal gin eal eet el | 2, 586, 017 | —504, 784 | (2) (2) 
Be in cdnntesneslucsssteekict Finds -| 17,073, 505 | —38, 414, 701 | 4, 303, 308 | 860, 662 
PEGA dablghid Mcdena sax iintes a icakes sieekail | 1—4, 936, 761 | —987, 352 | 5, 902, 010 1, 180, 402 
TON arth ssh caw eltngscpacanne<ceny (8) cddentsnntindes 9, 219, 323 | 1, 295, 315 


! “Direct subsidy”’ as used here does not include ‘retroactive subsidy”’ given by writing off state-owned 
capital stock and loans, 

? Not available. 

? A Government loan of 5,000,000 Norwegian kroner to cover. 

*9 months to Sept. 30, 1950. DNL’s operating requirements in 1949 were written off in 1950. 

5 The profit and loss account shows a “revenue” adjustment for previous years in the amount of 4,188,55@ 
Norwegian kroner. 
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MAIL PAYMENTS 


SAS is reported to be paid at the prevailing Universal Postal Union rates for 
the carriage of international mail. Domestic mail is believed to be carried at or 
below comparable UPU rates. Information as to mail revenues of the Scan- 
dinavian companies is largely lacking. For ABA the foi.owing figures are available: 


Total revenue | Mail revenue | Percent of mail 


Year (Swedish (Swedish revenue to total 

kronor) ! kronor) revenue 
nds iahercincecaseveniencnnidtn co ehsesoectee att acidptahi- thks ancinede dina: eeegiaeamiaiets 7, 104, 422 1, 422, 229 20.0 
I esthaiesoditadinspemncnadiiasstnensbieth tn Mette aap. 0cibbebadick js tual odeinmenick tua ene 25, 684, 656 1, 156, 267 4.5 
BI seth cceickehs so cestadesdeectnenahats Selhcccin exes tpsinhisid nid taceivaitnig aGeaaainieamadeae 30, 164, 731 1, 274, 833 4.2 
I illite oiseie db noternttips ccidicereah enna apiiemndneanecbeie 39, 241, 418 1, 113, 509 2.8 


1 Including direct subsidy. 
In 1947 ABA’s mail revenue was 4.15 Swedish crowns per ton-kilometer ($1.71 
per ton-mile). 

For DNL the following figures are available: 


Total reve- | Mail reve- Percent of Per ton- Per ton-mile 
Year nue (Nor- nue (Nor- mail reve- kilometer (United 
wegian wegian nue to total | (Norwegian States 
kroner) kroner) revenue kroner) dollars) 
IE sadn ix ibnns paiaiogs its indienne siren pricks 21, 947, 451 1, 123, 455 5.1 5.0 1.85 
GOO eh docndacouLivtsbioscabicse 22, 420, 074 914, 692 4.1 6.1 1. 96 





GOVERNMENT AID 


Under the old consortium agreement, SAS received no Government aid directly 
(except, to a very limited extent, through the participation of the Scandinavian: 
Governments in the maintenance of weather ships in the North Atlantic). Its 
losses, if any, were shared by the parent companies, which in turn might receive 
Government aid in the form of direct subsidies, Government investment in 
capital stock, Government loans, or guaranties of borrowings, exemptions from 
taxes, and ground facilities. 

The new consortium agreement likewise provides for the sharing of losses 
among the helding companies and also for the contribution of capital by them, 
but the three Scandinavian Governments have in addition guaranteed the re- 
quired direct aid to SAS, through the respective holding companies, for 5 years 
up to the following amounts per year: 


Sweden: 2,200,000 Swedish kronor-.------.--------- a 
Denmark: 2,000,000 Danish kroner - - -- - - -- ~~ -- - Cae 
Norway: 2,000,000 Norwegian kroner_--_--------.------. AS 


The amounts granted under these guaranties are repayable out of future profits 
at 1 percent interest but the Goverments concerned may waive repayment of 
any unpaid balances remaining in 1975. 

Furthermore, operation of uneconomical domestic routes will be undertaken 
by SAS only on agreed terms, i. e., presumably against appropriate special com- 
pensation. The new SAS is exempt from taxes in all three countries. 

Since during the life of the old consortium and to a considerable extent under 
the new agreement as well, Government aid to SAS has been extended through 
the parent companies, it must be examined here on that basis. 


ABA 


1. Direct subsidy —Government aid given to ABA in the form of direct subsidy 
declined from 900,000 Swedish kronor in 1939, when it was 12.7 percent of the 
company’s total revenues, to 450,000 Swedish kronor, or 2 percent of total reve- 
nues, in 1945. In 1946 and 1947 no direct subsidy was received by ABA. In 
1942-49 direct subsidy in the amount of 950,000 Swedish kronor (2.4 percent of 
the total revenue of 39,241,418 Swedish kronor) was again given to the company 
and the amount was increased in subsequent years but the sole purpose of this 
subsidy was to induce the company to operate certain domestic routes which 
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it found uneconomical. For the years 1949-50 this subsidy amounted to approxi- 
mately 1,800,000 Swedish kronor ($348,300). The Government was furthermore 
reported to have approved subsidies for the operation of certain domestic serv- 
ices, presumably by the new SAS, in the amount of 500,000 Swedish kronor for 
1950-51 ($96,750) and 500,000 Swedish kronor for 1951-52, with 200,000 Swedish 
kronor ($38,700) more guaranteed by local traffic committees. 

2. Investment in capital stock—ABA was wholly privately owned until 1935 
when the Government took all of a new issue of stock in the amount of 2,500,000 
Swedish kronor ($600,000) while the old shares, in the amount of 584,000 Swedish 
kronor ($140,160), remained in private hands. In 1946 the Government took all 
of new stock in the amount of 8,000,000 Swedish kronor ($2,240,000) and in 1947 
subscribed to another issue in the amount of 13,916,000 Swedish kronor ($3,896,- 
480) bringing the total capital to 25,000,000 Swedish kronor ($7,000,000). 

In the reorganization incidental upon the merger of SILA with ABA, the 
excess of assets over liabilities of the old ABA was valued at 15,254,000 Swedish 
kronor ($4,271,120). In order to bring its interest in the new ABA up to the 
agreed 25,000,000 Swedish kronor ($7,000,000), 50 percent of total capital, the 
Government acquired stock in the reorganized company against a cash payment 
of 9,746,000 Swedish kronor ($2,728,880). There is no clear explanation of the 
necessity for this payment since the Government already held 24,416,000 Swedish 
kronor ($6,836,480) of stock of the old ABA, and it must be assumed that in the 
reorganization the Government sustained a capital loss of 9,162,000 Swedish 
kronor ($2,565,360). 

3. Government loans and guaranties of borrowing.— ABA has been largely financed 
by the Government through a special air traffic loan fund. The indebtedness of 
ABA to this fund has fluctuated as follows. 


| Amount of indebtedness 








End of year en Vege | % a 
| Swedish | United States 
kronor dollars 

s es —|——————|—---—- 

esa, & ig ASk cettha Usk nihs. bias 5, Wiss sehwabkd ace dee kod | 2, 128, 000 | 510, 720 

Ps tibiiih ns < mabeleds ail balda cw baceneuesnbde nduiielenbCdunbesdue~ dase 8, 801, 400 2, 464, 392 

TNE ea ancien de athubsibenacenioudubal 6, 548, 720 1, 833, 642 

BN een cdd <punserneusectesecs latnkemsloupeggiiniea shia debcehont sss | 31, 922, 108 | 6, 176, 928 
1 June 30, 1949, 


It was reported that in 1949 Parliament approved an increase of 20,000,000 
Swedish kronor ($3,870,000) in the fund to make further financing of ABA pos- 
sible. According to unofficial sources a loan of 12,630,000 Swedish kronor 
($2,443,905) ‘to ABA for 1949-50 was approved. In December 1948 the company 
also borrowed 15,000,000 Swedish kronor ($4,200,000) from the Bank of Sweden 
(Riksbank). ABA estimated that Government financing in the amount of 53,643,- 
000 Swedish kronor ($10,379,921) would be required in 1950-51, but complete 
information as to the assistance actually given is not available. 

4. Exemptions from tazes.—-The Government makes special provision for the 
payment of certain taxes by ABA. It was reported to have undertaken to pay 
500,000 Swedish kronor ($96,750) in taxes due in connection with the issue of new 
stock in 1949, and to have proposed to Parliament that a 12-year, noninterest- 
bearing loan be given the company to cover a tax in the amount of about 6 million 
kronor due in 1951 on a book profit made by ABA in connection with the reorgani- 
zation of SAS. 

5. Other aid.—The Swedish Government has expended funds for the develop- 
ment of airports and other facilities but detailed information is not available. 
Landing fees charged on domestic flights are lower than those charged for inter- 
continental traffic. 

6. ECA grants.—ABA’s participation in SAS has benefited very little through 
ECA grants. Total ECA procurement authorizations for shipments of aircraft 
engines and parts to Sweden amounted only to $180,000 as of March 31, 1951. 

7. Export-Import Bank loans.—In order to help finance the acquisition of six 
DC-—6’s, Sweden guaranteed a loan made to ABA and SILA by the Export- 
Import Bank in June 1948. A total credit of $3,330,000 at 3-percent interest 
was made available to the Swedish’airlines. Of this amount, $2,155,000 was 
advanced by the Export-Import Bank with $1,175,000 provided by a bank 
credit from the National City Bank of New York for the account of Douglas 
ees Corp. Accordingly, the entire credit was for 4 years, but it has now been 
repaid. 
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DDL 


1. Direct subsidy.—The Danish eceeny an to receive a Government sub- 
sidy in 1923. Under an agreement made in 1937, the subsidy was fixed at 250,000 
Danish kroner per year for the first 400,000 kilometers flown, with 0.50 kroner 
for each additional kilometer up to 800,000, and 0.25 kroner for each kilometer 
over 800,000 but under 1,000,000 kilometers. The city of Copenhagen provided 
an additional subsidy equal to 20 percent of the state subsidy, The maximum 
of the two subsidies combined was 600,000 kroner. In 1938 the subsidy was 
reported to amount to 521,000 kroner, or 21.4 percent of the total revenues of the 
company. The 1937 agreement remained in effect until it was replaced by a new 
agreement in 1948 which provided for a flat rate of 0.50 kroner per kilometer flown 
up to a ceiling of 2,500,000 kroner. The city of Copenhagen continued to add 20 
percent. This agreement was terminated as of October 1, 1950, when the new 
arrangements with respect to SAS came into force. An extraordinary subsidy of 
1,000,000 kroner ($210,000) was granted in 1948 for 1947, and the usual 20 percent 
was added by Copenhagen. The subsidies paid, which have been exempt from 
the income tax, are summarized in the following table: 














Subsidy 
Year : 
Danish kroner U neve meen 
' 
a ne ee ee ne eee ee ae 600, 000 120, 000 
ne ve cke - ncaedcnoudactas chen sae eee 600, 000 120, 000 
SENN <_-, 5s nt nadracnsancacedomemed caiedictateiteieccmmas 4 1, 200, 000 252, 000 
ree eee Re ee eee ee 3, 000, 000 630, 000 
Geen ee eent WU Gle St 4RULL,. 0) seca ac colacmcoan Bate. vovanchucns 3, 000, 000 630, 000 
ict iskscupicaneahdlcthttekick. cso ee 2, 250, 000 326, 250 





19 months to Sept. 30, 1950. 


In 1949 the subsidy was 7.8 percent of the total revenues of 38,418,692 kroner. 
The state subsidies received by DDL from January 1, 1947, were under the 
agreement of 1948, repayable from future profits. This obligation was canceled 
by the law of December 20, 1950. The total of contingently repayable subsidies 
thus waived is 8,375,000 kroner. The waiver does not apply to the subsidy 
granted by the city of Copenhagen, which for the same period totaled 1,675,000 
kroner ($351,750). 

In April 1951 it was unofficially reported that a subsidy was granted to cover the 
deficit on domestic operations—presumably conducted for the account of SAS— 
between October 1950 and March 1951 in the amount of 680,000 kroner ($98,600) 
and that provision was made for a further grant of 253,000 kroner to cover the 
probable deficit to the end of June 1951. 

2. Investment in capital stock.—Until 1937 the Government owned 70 percent of 
DDL’s stock. In that year, with an increase of capital to 3,000,000 kroner 
($600,000), the state’s holdings dropped to about 17 percent. ‘They remained at 
this level when the capital was increased to 15,000,000 kroner ($3,000,000) in 
1943. After the capital was doubled in 1946, the state held 5,273,550 kroner out 
of 30,000,000 ($6,000,000) or about 17% percent. 

Under the law of December 20, 1950, the old stock was written down by 25 
percent and the state took 14,190,000 kroner in new stock. ‘The state thus 
suffered a capital loss of 1,318,388 kroner. As a result of this reorganization, 
the ownership of common stock is believed to be distributed as follows: 


| Danish kroner | United States 


dollars 
SIs, «in inenictrecieetuttitn ite eierrils in thine eaieien diam mathe actidiak ot ig RT ia ta a a set 18, 250, 006 2, 646, 251 
URORne c  h Seeehde chee Seeks 18, 244, 838 2, 645, 502 
OOM i es a, A ee ak ee ee a eats 5, 156 748 


Ti tnirentes-4t=4sk— inp atigtie crite ten vindianamntia ud aia 36, 500, 000 5, 292, 50% 


3. Government loans and guaranties —In 1948 the state guaranteed a 4-percent 
15-year loan in the amount of 25,000,000 kroner ($5,250,000) contracted by 
DDL. Under the law of December 20,1950, the state -was"authorized for a period 
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of 5 years to pay yearly installments of up to 1,670,000 kroner ($242,150) on the 
balance of the loan outstanding as of September 30, 1950 (21,672,000 kroner). 
In return, the state is entitled to receive nonvoting stock entitling it to preference 
in case of liquidation of the company. 

4. Concessions and contracts.—Until 1950 DDL had a legal monopoly of 
scheduled air-transport services under the Danish flag in Denmark and between 
Denmark and other countries. The Government contracted with DDL for 
special charter flights to Greenland. Although the terms of these contracts are 
believed to have n normal, DDL may have enjoyed a preference in getting 
tht contracts. 

5. Tax exemptions.—DDL enjoys, under the law of December 20, 1950, certain 
exemptions from stamp and documentary taxes. Certain other taxes have 
been from time to time reimbursed to DDL. 

6. Airports.—The Government expenditures for airport development in recent 
years have been as follows: 





| 


Expenditures 


—$—— 











United States 


Danish kroner dollars 











j 


| 
Year ending Mar. 31— 
ek SIA bile i ele AEE ee ei 1, 500, 000 | 300, 000 








SAR tree cor ar Ute se oy: eee ec eager ad 8) 300, 000 1, 660, 000 

MOORE isc Se di) essed ok ik ddeeu. noc. ag 11, 400, 000 2' 280, 000 

Re a Sk ec ee Psy -.--| 20, 100, 000 4, 221, 000 

Rr a ee ee cas enliven duminitn dua dining’ | 13, 600, 000 2, 856, 000 

Mc eas Cee sf eh came eS et mrs | 5, 500, 000 | 1 797, 500 
1 Estimated. 


The amounts collected in landing fees were: 


| } ; N: 
| Danish kroner | United States 


dollars 
Spee oe aS So 
hi bt ea uis derehinied suubebaiaias seen hein em udeShudaedede Midd winsth 2, 059, 000 432, 390 
ne hii es cinedy aials Metal dian is linha mune ibindannte tiehinwnd ins | 2, 196, 000 318, 420 





At the Copenhagen airport rentals were collected in the amount of 1,159,000 
kroner in 1949-50, and were estimated at 2,200,000 kroner for 1950-51. 

7. Other aids.—There is reason to believe that the Government favors DDL in 
arranging for official travel. ; 

8. RCA grants.—A total of $847,000 in procurement suthorizations for the 
shipment of aircraft and accessories had been approved by ECA by March 31, 
1951. Shipments by that date included $841,000 in complete aircraft. This dollar 
grant facilitated the purchase of DDL of two DC-—6’s for use by SAS but did not 
appear on the books of the company, since it had to make an equivalent payment 
in local currency to the counterpart fund. 


~~ 


DNL 

1, Direct subsidy.—Before the war, DNL was regularly subsidized by the 
Government. The subsidy rose from 200,000 Norwegian kroner ($46,000) in 1935 
to 675 Norwegian kroner ($155,250) in 1939. The new company organized under 
the same name on July 2, 1946, received no direct subsidy but certain amounts of 
steck and debt capital written off in 1950-51 are referred to as “retroactive 
subsidies.”” They will be discussed below. An amount of 2,600,000 Norwegian 
kroner ($365,300) has been appropriated for 1951 as a subsidy for domestic services 
operated by SAS. 

2. Investment in capital stock.—The prewar company was owned in its entirety 
by private persons. In the new company organized in 1946 the state took shares 
to the amount of 5,000 Norwegian kroner ($1,150,000) out of the total capital of 
25,250,000 Norwegian kroner ($5,807,500), or about 19 percent. In the reorgani- 
zation of 1950—51, 80 percent of the capital stock was written off, representing a 
loss of 4,000,000 Norwegian kroner ($562,000) by the state. Through conversion 
of indebtedness into stock capita] the state’s holdings were then built up to 
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15,000,000 Norwegian kroner ($2,107,500), or 50 percent of the capital. The Dir 
total contribution of the state to the capital stock of DNL has thus been 
19,000,000 Norwegian kroner ($2,669,500). 1048- 
3. Government loans and guaranties of borrowings—Government loans to DNL 1949- 
from 1947 to 1951 have totaled 45 million Norwegian kroner ($7,810,000). They ADI 
include the following: 
(a) 1947: 5 million kroner ($1,000,000) converted into stock in 1950-51. In ac 
(6) 1948: 20 million kroner ($4,000,000) written down to 9 million reorg: 
($1,264,500) and converted into stock in 1950-51. The written-off amount of may | 


11,000,000 kroner ($2,200,000) was termed a retroactive subsidy. 
(ec) 1949: 5 million kroner ($702,500) granted in 1950 in lieu of subsidy. 
Written off in 1950-51 as a subsidy. — 
(d) 1951: 15 million kroner ($2,107,500). This loan was specifically 
designed to enable DNL to contribute its share of capital to SAS. 
In addition, in 1948 the state guaranteed a 12-year bank loan of.15 million kroner -_— 


($3,000,000). This loan was secured by a first mortgage on flight equipment and 1946. . 
real estate and bore interest at 1% percent. It was to be converted in 1951 into a 1947. . 
25-year loan at 2% percent. In 1951 the total authorized guarantee was increased ye 
to 30 million ($4,215,000), but the additional 15 million credit thus made available 1949. 
has apparently not been used so far. 1950 2. 

4. Provision of aircraft.— At the endof the warthe Government made available adie 
to DNL 2 DC-—4’s and 13 DC-3’s with engines and parts. This equipment was 1 Ine 
valued at 10,174,124 kroner and was covered by part of the loan of 20,000,000 ? Fir 
kroner ($4,000,000) made by the Government to DNL in 1948. No estimate is In ac 
available of the real value of the equipment and supplies. In addition, 10 JU-52’s dowr 


and parts were also made available to DNLbythe Government on terms which be cc 
are not available. This equipment is obsolete. 

5. Training of personnel.—Most of DNL’s flight personnel and some ground 
rersonnel received their training in the Royal Norwegian Air Force. 

6. Exchange control.—Nonresidents are required to pay for tickets in foreign 


currency, but there is some evidence that nonresidents have been in certain cases the 
permitted to use kroner if they stated that they intended to travel by DNL-SAS. gove! 
7. Ground facilities—No information is available as to government expendi- subsi 
tures for this item. ($70° 
8. ECA grants.—The purchase of two" DC-6’s by DNL has been facilitated in 2. 
part by ECA grants. he total procurement authorizations issued by ECA for made 
shipment of aircraft, engines and parts to Norway amounted to $961,000 by stock 
March 31, 1951. Complete aircraft to the value of $822,000 have been shipped unde 
under this program. Swed 
The benefits of these grants are not reflected in the company’s accounts ¢jince Dent 
company is required to pay an equivalent amount in local currency to the counter- Norv 
part fund. 
GENERAL SUMMARY 
The definitely ascertainable amounts of government aid granted to SAS and In ac 
its components may be summarized as follows: thror 
1. Direct subsidy —The three Scandinavian governments have guaranteed edne: 
direct aid required by SAS for a 5-year period beginning October 1, 1950, up to 5 yes 
the following amounts per year: , 
Sweden: 2,200,000 Swedish kronor. ....--..-------------- : --. 9425, 7 ee 
Denmark: 2,000,000 Danish kroner_._..._.--..--.-.-------.--.---. 290,000 wri 
Norway: 2,000,000 Norwegian kroner - - - - - - - - - - sie eos ce ails aviclat ai ii 281, 000 Swec 
ot te Deni 
MS ok ge OL So ee en oe hi be aie eee me ines ~na--= SOD, S00 Norv 
In addition, subsidies are given to SAS for the operation of certain domestic ser- 
vice. Available information, including unofficial sources, indicates that sueh 
subsidies will amount in 1950-51 to the following figures: a 
Sweden: 500,000 Swedish kronor___.-.----------------------------- $96, 750 9 In 
Denmark: 933,000 Danish kroner !____----------.---- So cds Berea at 135, 285 
Norway: 2,600,000 Norwegian kroner ?- -_------..--..-------------- 365, 300 a 
hard ons 
eae 5 es Be eke Se ee ee nae aa doe tee ee 597, 335 facili 
1 For 9 months to June 30, 1951. 
2 For 1951. 
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PRINCIPAL SOURCES USED 
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1e Direct subsidies granted to participating companies have been as follows: 

- 1948-49: 950,000 Swedish kronor...._........_..____-.--________. $183, 825 
. 1949-50: 1,800,000 Swedish kronor !_ ____-______-___--._-_-_- Le 348, 300 
vy ! Approximately. 

In addition, the probable capital loss sustained by the state in the ABA-SILA 
yn reorganization of 1948 in the amount of 9,162,000 Swedish kronor ($2,565,360) 
of may also be considered as a direct subsidy. 

y. Denmark 

ly ver | United 8 
Danish kroner | ao 

er — — erptillasecsate 

ad a asdeeey sc aelats Sods ck nee ct soup ne scdias dace bee chaduerbimes<—-- 600, 000 ) 120, 000 

a stitch 2d saidiy pldin sgt o- bNbLa 2s Sade ds LeU se y Alans lon cvsess- 600, 000 120, 000 

a (i ine AT ERIN A OE RAC El NES | 1,200, 000 | 252, 000 

SEE SSR ndibna kit oidhds bis Snoneakabe ld sant dds nbthovantb sec cens 3, 000, 000 | 630, 
le RE Asta ai 5 iahisdpbtisdes dhbsdcde< tah de’ abvemidt cdcnunas- - 3, 000, 000 | 630. 000 

STN Ae dindl nha be edieatinntietinaadniahine onebbliiiiniontielngieiuneipie « 2, 250,000 | 326, 250 
sle awitesbiet 
“4 
00 : patntins vebsidy granted by city of Copenhagen. 
is In addition, the capital loss sustained by the state in 1950 through the writing 
2's down of capital stock in the amount of 1,318,388 Danish kroner ($191,166) may 
ch be considered as in effect a direct subsidy. 
nd NORWAY 
gn 1. Direct subsidy.—No direct subsidy as such was granted after the war but 
3S the amount of 20,000,000 Norwegian kroner ($2,810,000) in capital stock and 
S. government loans written off in 1950-51 may be considered as a retroactive direct 
di- subsidy for the years 1946-50. Of this amount 5,000,000 Norwegian kroner 

re 500) is definitely assignable to the year 1949. 
in Investment in capital stock.—The capital of SAS consists of contributions 
for a. by the participating companies. vernment investment in the capital 
by stock of these companies exclusive of amounts written off and accounted for above 
ed under ‘‘ Direct Subsidy’’ may be summarized as follows: 

Sweden: 25,000,000 Swedish kronor_________.__._______.__________ $4, 837, 500 
axe Denmark: 18,250,000 Danish kroner..__-___________- May _.. 2, 646, 250 
aes Norway: 15,000,000 Norwegian kroner_________ oeametiece tlt.) See 

Pe ae en Se ee el -. 9, 591, 250 
nd In addition, Denmark made a contingent investment in the capital stock of DDL 
through the provision authorizing the Government to repay the company’s indebt- 
ed edness yp to a total of 8,350,000 Danish kroner ($1,210,750) over a period of 
to 5 years in return for preferred ‘stock. 
3. Government loans and guaranties of borrowings.—The participating com- 
"00 panies have benefited by government loans and guaranties, exclusive of those 
100 written off or converted into stock, in the postwar years in the following amounts: 
00 Sweden: ! 44,552,108 Swedish kronor_.____.__________-._--.._.-- $8, 620, 833 
es Denmark: ? 25, 000, 000 Danish kroner_-__-_..-...--------- ... 8, 625, 000 
00 Norway: * 45,000,000 Norwegian kroner________._-___----------- 6, 322, 500 
7 I ee ets oe A 2k 18, 568, 333 
' Incomplete data drawn in 4 from unofficial sources. 
? Guaranty, part of which (8,350,000 Danish kroner) may be converted into preferred stock (see above). 
750 3 Includes 30,000,000 Norwegian kroner in guaranties. 
285 
300 SAS and its parent companies have also benefited by provision of aircraft, exemp- 
ane tions from taxes, government concessions and contracts, provision of ground 
335 facilities, training of personnel, exchange control, and ECA grants. 
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SUPPLEMENTARY Report, ScaANDINAVIAN ArmurINes System (SAS) 
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PRINCIPAL SOURCES USED 


Annual reports of OSAS, ABA, SILA, DDL, and DNL; Betaenking Angaende 
Udvidelse af det Skandinaviske Luftfartssamarbejde Inde for SAS (Copenhagen, 
1950); United States Civil Aeronautics Board, Det Danske Luftfartselskab A/S 
(mimeographed, June 19, 1947); Det Norske Luftfartselskap A/S (mimeographed, 
March 1, 1948); and Scandinavian Airlines System (SAS) (mineographed, May 
13, 1948); Walter H. Wager, Cooperation Internationale et Scandinavian Airlines 
System, Revue Generale de |’Air (Paris) (vol. 14, pp. 31, 99 (1951)); The Aero- 
Rat, July 13, 1951; ICAO, Statistical Summaries; Lissitzyn, International Air 

ransport and National Policy (New York, 1942); United States Department of 
State, unclassified files; information supplied by United States Economic 
Cooperation Administration; periodical files; air travel guides. 





AppEeNDIXx A 
Foreicn Arr CARRIER PERMIT 


Scandinavian Airlines System is hereby authorized, subject to the provisions 
hereinafter set forth, the provisions of the Civil Aeronautics Act of 1938, as 
amended, and the orders, rules, and regulations issued thereunder, to engage in 
foreign air transportation with respect to persons, property, and mail, as follows: 
between the coterminal points Stockholm, Sweden; Oslo and Stavanger, Norway; 
and Copenhagen, Denmark; intermediate points in the United Kingdom, Eire, 
Iceland, Greenland, the Azores, Laborador, Newfoundland, and the Province of 
Quebec, Canada, and the alternate terminal points New York, N. Y., and 
Chicago, Ill. 

The holder hereof shall conform to the airworthiness and airman competency 
requirements prescribed by the Government of Denmark, Norway, or Sweden 
for international air services. 

This permit shall be subject to aN applicable provisions of any treaty, conven- 
tion, or agreement affecting international air transportation to which the United 
States and Denmark, the United States and Norway, or the United States and 
Sweden shall be parties, now in effect, or that may become effective during the 
period this permit remains in effect. 

The exercise of the privileges granted hereby shall be subject to (a) the condition 
that Scandinavian Airlines System shall submit to the Board a true copy of each 
agreement amending the consortium agreement between Danish Airlines, Nor- 
wegian Airlines, and Swedish Intercontinental Airlines entered into on July 31, 
1946, and amended July 4, 1947, and (b) such other reasonable terms, conditions, 
and limitations required by the public interest as may from time to time be 
prescribed by the Board. 

This permit shall be effective from thé date of its approval by the President of 
the United States. Unless otherwise terminated at an earlier date pursuant to 
the terms of any applicable treaty, convention, or agreement, this permit shall 
terminate (1) upon the effective date of any treaty, convention, agreement, or 
amendment thereto which shall have the effect of eliminating from the routes 
described in the bilateral air transport agreements between the United State 
and Denmark (effective January 1, 1945), the United States and Norway (effec- 
tive October 15, 1945), or the United States and Sweden (effective January 1 
1945), the route substantially comparable to the route described herein, (2) upon 
the effective date of any permit granted by the Board to any other carrier desig- 
nated by Denmark, Norway, or Sweden in lieu of the holder hereof, (3) upon the 
cancellation or termination of the said consortium agreement, (4) upon the 
withdrawal of any contracting party from the said consortium agreement, or the 
transfer of any of the rights or obligations of any such contracting party, (5) 
upon the addition of a new contracting party to the consortjum agreement, or 
(6) upon the termination or expiration of any one of the afore-mentioned bilateral 
air transport agreements provided, however, that if prior to the occurrence of 
the event specified in clause (6) of this permit the operation of the foreign air 
transportation herein authorized becomes the subject of any treaty, convention, 
or agreement to which the United States, Denmark, Norway, and Sweden are 
or shall have become parties, then and in that event this permit is continued in 
effect during the period provided in such treaty, convention, or agreement. 

In witness whereof, the Civil Aeronautics Board has caused this permit to be 
executed by its Chairman and the seal of the Board to be affixed hereto, attested 
by the Secretary of the Board, on the 24th day of November 1947. 

Approved: 

Harry 8. Truman. 

Tue Wuite Hovse, December 2, 1947. 
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SUPPLEMENTARY Report, ScANDINAVIAN ArmLINEs System (SAS) 


The following comment has been furnished on the operation of certain policies 
of Scandinavian governments: 

On Norway.— Foreign nationals can only purchase airline tickets in kroners 
if they can prove that they have exchanged money in a Norwegian bank. All 
Government employees must travel SAS whenever possible, and although this 
regulation cannot be found in writing in any place, it has been extremely effective, 
since the Government took over 50 percent of the share capital in the Norwegian 
Airlines last year. This means that we are especialiy handicapped with regard 
to ECA tours, etc., in those cases where passage to and from America is paid by 
the Norwegian Government.” 

On Sweden.—‘ There is no official discrimination of PAA with regard to dollar 
exchange. We have, however, a feeling that the national carrier easier than 
PAA can obtain permission for issue wires. Furthermore, there exists an 
unwritten rule that all transportation for the Government or other local authorities 
use the national carrier.” 


LINEA AEROPOSTAL VENEZOLANA (LAV) 
GENERAL 


Venezuela is a country with a relatively small population but rich natural re- 
sources, particularly oil. The exports of oil and other raw materials cover the 
imports of industrial goods. Foreign investors have played a leading role in the 
development of the country’s resources. 

Until World War I, the principal air services between Venezuela and other 
countries were provided by Pan American Airways. A domestic network orga- 
nized in 1929 by the French Compagnie General Aeropostale was purchased by 
the Government in 1933 and LAV was set up to operate it. 

After the war, international services were inaugurated, first to adjoining coun- 
tries and then to the United States. The Government announced in 1946 that 
its policy would be to push the development of LAV without regard to immediate 
economic benefit. 

LAV is operated as an autonomous Government-owned entity independent of 
any Government agency. The airline is managed by a president appointed by 
the executive power. It is a distinct legal entity and its budget is separate from 
the national budget, but appropriations for it may be made in the national budget 
and extraordinary aid may be given by executive decree. 

LAV has substantial interest in two other Venezuelan air transport enter- 
prises, Aerovias Venezolanas 8. A. (AVENSA) and TACA de Venezuela. The 
extent of its holdings is reported to be 23 percent in AVENSA and up to 60 per- 
cent in TACA de Venezuela. 

ROUTES 


In addition to serving 46 airports on domestie routes, LAV operates a service 
to New York nonstop or via Habana, currently at a frequency of 6round trips 
per week. A service is also flown to Lima, Peru. 

A bilateral air transport agreement between the United States and Venezuela 
was signed on May 14, 1948, but has not yet been ratified by Venezuela and is not 
definitely in force. 

Under a permit issued by the Civil Aeronautics Board and approved on Feb- 
ruary 20, 1950, LAV is authorized to operate a service from Maiquetia via Ha- 
bana and New York to Montreal. This service had been previously authorized 
by permits issued in 1946 and 1947. Under these LAV was also entitled to fly 
the route Maiquetia-Habana-Miami, but failed to make use of this privilege. 

On its service to New York via Habana, LAV competes with Pan American 
World Airways, Inc., and, less directly, several other United States carriers. Its 
services to South American points are also competitive with Pan American and 
other United States companies. 


FLIGHT EQUIPMENT 


At the latest reports, LAV’s fleet consisted of four Constellations (operated on 
the route to New York), two Martin 2-0-2’s, and twenty DC-3’s. The engines 
are of United States manufacture. 


86630—51—pt. 2——-6 
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OWNERSHIP AND CONTROL 


As already noted, LAV is owned and controlled as an autonomous entity by 
the Government of Venezuela. 


FINANCIAL POSITION 
No recent balance sheet or financial statement of LAV is available. 


EARNINGS 


(Note.—The fluctuation in the foreign exchange rate resulting from currency 
devaluation has had but a slight effect on the Venezuelan bolivar. For many 
years, including the period under study here, the effective rate for the bolivar 
has consistently remained at $0.3010. This rate is used throughout this report 
in making all foreign exchange conversions.) 

Complete information on the earnings of LAV is not available. It is believed 
to have operated at heavy losses from 1946 to 1949. In 1947 the net loss was 
3,844,363 bolivars ($1,157,153). Depreciation was shown at 1,387,654 bolivars 
($417,684). In the 15 months ending March 31, 1949, the loss was 9,088,674 
bolivars. The monthly operating deficits are reported to have been reduced 
from about US$400,000 at the end of 1948 to $15, in December 1949. 


MAIL PAYMENTS 


No reliable recent information on the mail payments received by LAV is 
available. In 1947 mail revenue was 1,241,448 bolivars, or 6.2 percent of the 
airlines total revenues of 20,158,070 bolivars ($6,067,579). Mail payments ap- 
parently were not an important source of support for LAV in 1947. The rates 
per ton-mile carried are not available. 


GOVERNMENT AID 


LAV has been a beneficiary of direct Government aid in the form of grants 
designed to cover both operating losses and capital requirements. Indirect aid 
has been given in the form of ground facilities and exemptions from landing fees. 

1. Direct aid.—Since grants have been made to LAV both for capital expend- 


itures and to cover operating losses without clear distinction, these two forms of 
credit aid are here discussed together. 

LAV’s capital, all provided by the Government, is reported to have been 
1,156,897 bolivars ($348,226) in 1937 and to have been increased to 1,685,840 
bolivars ($507,438) in 1938. Between October 1945 and April 1947 LAV received 
a total of 13,500,000 bolivars ($4,063,500) in non-interest-bearing loans which 
apparently were converted into capital. The net loss of the company in 1947, 
3,844,363 bolivars ($1,157,153), was covered by the Government and amounted 
to 16 percent of the total budget of the airline for that year (24,002,433 bolivars). 
The net loss of 9,088,674 bolivars ($2,735,691) for the 15 months ending March 
31, 1949, is assumed to have been similarly covered. 

A tax-exempt bond issue in the amount of 6,500,000 bolivars, at 6 percent 
interest compounded monthly, was guaranteed by the Government early in 1947 
but failed of public acceptance and was withdrawn. 

By the middle of 1947 the airline’s capital stood at 14,656,897 bolivars ($4,411,- 
726), but by the end of the year it had risen to 18,208,737 bolivars ($5,480,830), 
largely as a result of conversion of a loan of 3,708,000 bolivars ($1,116,108). 

n 1948, an appropriation was made for increasing LAV's capital by 18,000,000 
bolivars ($5,418,000). A further appropriation of 8,000,000 bolivars ($2,408,000) 
was made by decree of December 6, 1948, but it is not clear whether it was added 
to capital. In 1950 the amount of 4,000,000 bolivars ($1,204,000) was appropri- 
ated to cover losses and for purchase of new equipment. 

At the latest available published reports the capital of LAV stood at 48,000,000 
bolivars ($14,448,000), but it is believed that further increases have been made. 

In 1946 LAV was paid 1,633,910 bolivars ($491,807) for the inventory value 
of 19 airports purchased from the airline by the Government. There is no indi- 
cation that this payment contained an element of subsidy. 

2. Indirect aid.—Extensive ground facilities are provided in Venezuela by the 
Government. In 1949 the Government canceled the balances owed it by three 
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airlines for landing fees at certain airports on domestic flights. The amounts of 
indebtedness so canceled were: 


a 
United States 
dollars 


202, 877 
207, 467 
173, 604 





The airline has free use of telegraph, telephone, radio, and postal facilities, and 
is exempt from customs duties on imports of equipment and supplies. 


GENERAL SUMMARY 


On the basis of scattered data contained in published and other unclassified 
sources, it may be stated that the Government of Venezuela has made a capital 
investment in LAV in excess of 48,000,000 bolivars ($14,448,000). It is not clear 
how much of this capital has been used to cover operating losses, which are made 
good by the Government and which mounted to 12,933,037 bolivars ($3,892,844) 
in the period January 1, 1947, to March 31, 1949. 

Indirect aid has included the provision of ground facilities, rebates of landing 
fees and domestic flights, free use of communication services, and exemptions 
from customs duties. 

PRINCIPAL SOURCES USED 


Venezuela, Gaceta Official; Ministeriod Comunicaciones, Memoria y Cuenta 
(1948); Linea Aeropostal Venezolana, Annual! Report for 1947 (mimeographed) ; 
United States Civil Aeronautics Board, Livea Aeropostal Venezolana (LAV) 
(mimeographed, July 22, 1947); LAV foreign air carrier permit, approved Feb- 
ruary 20, 1951, E-3918, docket No. 3751; Foreign Commerce Weekly; Foreign 
Air News Digest; Interavia; Industrial Reference Service, August 1947; Esso Air 
World, January 1950; The Aeroplane, June 15, 1951; United States Department 
of State, unclassified files; periodical files; air travel guides. 


SUPPLEMENTARY Report, Linea AEROPOSTAL VENEZOLANA (LAV) 


A source believed to be reliable states that it has been the policy of the Governe 
ment of Venezuela to provide LAV with funds from time to time as the airline 
needed them. These funds have been given in the form of cash grants which are 
shown on the books of LAV as ‘‘capital’”’ whether they are used for purchases of 
new equipment or for the payment of old debts. The capital of LAV, according 
to this source, has increased as follows: 


United States 


Bolivars dollars 








The airline’s losses to date, most of which occurred between 1946 and 1949, are 
believed to be in excess of 22,000,000 bolivars ($6,622,000). 

LAV is reported to be exempt from landing fees and taxes. 

AVENSA, in which LAV has a 23 percent interest, is reported to be in a sound 
position and to have earned about $1,000,000 net in 1949. It is a closely held 
corporation whose reports cannot be obtained. 

The following report has been submitted: 

‘‘While the Venezuelan Government has issued no directive that its employees 
must use LAV when traveling on the routes which it serves in preference to PAA, 
or other international carriers, this has been made to develop through the issuance 
of travel orders with the LAV office acting as general travel agent for the Govern- 
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ment. LAV thus obtains a commission on practically all Government travel and 
naturally retains for itself that which is possible of operations on its routes. 

“The Governme t has also found means to obtain traffic that otherwise might 
use PAA or other foreign carriers by instructing the consular officers to facilitate 
issuance of visas for travel on its own airline and, conversely, to make more 
difficult the documentation of travel on competitive services. * * 

“An indirect form of competitive disadvantage results by the prohthition on 
the part of the Venezuelan Government to permit operations after sunset. It is 
generally believed that LAV is not equipped to operate at night and has been 
active in maintaining the existing limitations because it would give PAA a greater 
freedom in scheduling.” 


PANAIR DO BRASIL, 8. A. 
GENERAL 


Brazil, the largest country in Seuth America, has an area (3,291,416 square 
miles) exceeding that of the continental United States. Its relatively small 
population (50 million, or 15 per square mile) is concentrated mainly along the 
seacoast and in the southernmost states. Poor surface transportation facilities 
have long been a source of weakness for Brazil, impeding the development of 
domestic commerce and the exploitation of natural resources in the interior of 
the country. Brazil is mainly a producer of raw materials and food. It has 
depended on international trade for manufactured goods and on foreign capital 
for the development of its own resources. 

The development of commercial aviation in Brazil was initiated, and for many 
years carried on, by foreign interests who supplied the necessary capital and 
know-how. Syndicate Condor and VARIG, two ostensibly Brazilian but German- 
sponsored companies, began o a domestic routes in 1927; and in the same 

ar the French company, Lignes tecoere, inaugurated a service between 

vatal in Brazil and Buenos Aires—a route which later became a link in the 
French service from Europe to South America. American capital appeared on 
the scene in 1929 with the formation of New York, Rio & Buenos Aires Line, 
Inc. (NYRBA), and its Brazilian subsidiary, NY RBA do Brasil. In 1930, 
NYRBA, with ‘its subsidiary, was acquired by Pan American Airways, and 
NYRBA do Brasil was renamed Panair do Brasil. 


ROUTES 


Before World War II the services operated by Panair do Brasil were exclusively 
domestic in character. During the war a few short routes were opened across 
international boundaries to Paraguay and Peru. In 1946 the company inaugu- 
rated its first major international service—Brazil to Europe via West Africa. At 

resent, Panair do Brasil operates services to a number of important centers in 
Maa and the Middle East, including London, Paris, Frankfurt, Rome, Zurich, 
Lisbon, Madrid, Istanbul, and Beirut. Currently, four round trips a week are 
flown across the ‘Atlantic. In South America its international routes extend to 
Uruguay, Paraguay, Argentina, Chile, and Peru. Of the Brazilian air-transport 
companies, Panair do Brasil is by far the largest operator of international services. 
It also has a dense network of domestic routes; total route mileage is 60,371. 


es FLIGHT EQUIPMENT 


The aircraft and engines used by Panair do Brasil are exclusively of United 
States manufacture. The company’s fleet consists of the following: 6 Constella- 
tions, 4 Catalina PBY—5A fiving boats, 16 DC-3A’s, 3 C-47’s. An order for three 
turbojet Comets has been placed in England. 


OWNERSHIP 


(Note.—There has been a series of moderate fluctuations in the foreign- 
exchange rate for the Brazilian cruzeiro. Further, the ‘‘official’’ rate differed 
slightly from the “free’’ rate in effect from 1940 through 1946. For purposes of 
this study, the official rate is used until it was abandoned on July 22, 1946. At 
that point the “‘free’’ rate became the only one in existence and is applied ac- 
cordingly. The rate of the cruzeiro for conversion purposes is assumed at $0.0606 
for all periods up through 1946. From Januaty 1, 1947, through the present, in 
the interest of uniformity, the conversion rate is assumed to be at $0.0550, although 
fluctuations varied slightly up and down from that level during this period.) 
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Until World War II, Panair do Brasil remained a wholly owned subsidiary of 
Pan American Airways. With the coming of the war and the elimination of 
German influence in Latin-American aviation, Pan American Airways adopted 
the policy of permitting local nationals to acquire stock in its Latin-American 
subsidiaries. In 1943 a new stock issue raised the capital of Panair do Brasil from 
500,000 to 80,000,000 cruzeiros ($4,848,000), of which 33,600,000 cruzeiros 
($2,036,160) were acquired by Brazilian nationals. A sale of 40,000 shares (10 
percent of the stock) in December 1947 reduced the investment of Pan American 
Airways in Panair do Brasil to a minority interest with the majority of the shares 
(52 percent) being held by Brazilians. The holdings of Pan American Airways 
amounted to 43.6 percent of the stock in 1948. As of December 31, 1949, after the 
distribution in 1948 of a 10 percent stock dividend (40,000 shares), the capital stock 
of Panair do Brasil consisted of 440,000 shares with a par value of 200 cruzeiros 
each, or a total of 88,000,000 cruzeiros ($4,840,000). All of the stock was privately 
owned by 1,441 stockholders. 


FINANCIAL POSITION 


As of December 31, 1949, Panair do Brasil had a working capital of 33,012,212 
eruzeiros ($1,815,672). Flight equipment. represented 22.1 percent of all assets. 


EARNINGS 





As a subsidiary of Pan American Airways, Panair do Brasil benefited before 
the war by payments received from the parent company under a contract providing 
for the sharing of costs of ground facilities used jointly by Pan American Airways 
and its subsidiary. Panair do Brasil, under this contract, did not have to make 
any contribution toward these costs unless, over a period of years, it had averaged 
a return of more than 10 percent on its capital. In practice, this provision meant 
that Panair do Brasil did not contribute a cent. Under another agreement, Pan 
American paid to its subsidiary one-half of its own revenues from local (cabotage) 
traffic until it lost cabotage privileges in 1945. In 1940, the payments made by 
Pan American to Panair do Brasil aggregated approximately US$527,000, or 52 
percent of all other revenues ($1,006,000) received by Panair do Brasil in that year, 
permitting the latter to make a net profit of $119,000. Although these payments 
represented in part the cost of services actually rendered by Panair do Brasil to 
its parent company, they undoubtedly contained a large element of financial 
assistance by Pan American to its subsidiary. 

After the war, payments by Pan Amerzican to Panair do Brasil continued, 
but declined in importance as a source of revenue for the latter, as shown in the 
following table: 


Payments All other Percent of PAA 


| received from | 





Year PAA revenues | payments to 

| (cruzeiros) (cruzeiros) | other revenues 
onnineii * on semiarentenpenenns eitvenanltel wcities tatcsiantesh caplet } > sa oe 
a a aS | 47,241,646 | 78, 834, 512 | 59.9 
llega Sancaaadecne Nett eee bee re teres | 44, 470, 376 | 162, 397, 761 | 27.4 
Eka eel nade cu nbbhs siUceeccts pec oet teh | 54, 787, 948 | 246, 616, 547 | 22.2 
Eh Fin thin Sik MEGA webs Lk eee 53 cel aniicn Sdabs } 31, 828, 468 | 315, 867, 160 | 10.0 
i ite iil ORs i Bie etn attn i nmaehninaic die pht-onyh 35, 779, 521 325, 273, 224 11.0 


The “Joint Facilities Contract’ between Pan American and Panair do Brasil was 
disapproved by the Civil Aeronautics Board in 1947 with effect as of January 
1, 1949. 

The net profits or losses after direct subsidy and the depreciation charges of 
Panair do rasil in recent years are shown in the following table: 





| 
Net profit or loss (—) after | 


. : Depreciation charges 
direct subsidy er 











Year mee 
| United States : 4 United States 

Cruzeiros Le dollars Cruzeiros | dollars 
a — } _ —_—__—_—_ os 
re... ....ccc56: Fe wicrypatlt ‘% 12, 170, 845 737,553 | 22, 163, 701 1, 343, 120 
BR Cail eos ssacs sagatte desu Siewiact 13, 259, 440 729,269 | 37, 676, 254 | 2, 072, 194 
oe nh EERE SS > BSE eer cere 1, 134, % 62, 390 | 34, 877, 492 | 1, 918, 262 
Ne ih sie ch acti iia aah ean dcinc —10, 323, 817 | 567, 810 | 27, 981, 433 | 1, 538, 979 


In 1950 the company was unofficially reported to have sustained a net loss of 
$445,794. 
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MAIL PAYMENTS 


Although complete information is not available, it was unofficially reported in 
World Aviation Annual, 1948, that the mail revenues of Panair do Brasil averaged 
as follows per ton-mile of mail carried in 1938, 1946, and 1947: 


Mail revenue per mail ton-mile 
United States 
dollars 


These average rates are very much higher than the UPU rate of $2.86 per ton- 
mile for long-haul air mail (the UPU rate for short-haul air mail is $1.43 per ton- 
mile) and appear to indicate the presence of an element of aid in the mail pay- 
ments received at that time by Panair do Brasil. The best available sources 
indicate, however, that in 1949 the company received 23,960,641 cruzeiros for 
carrying 795,000 ton-kilometers of mail, or only $2.67 per ton-mile. Mail reve- 
nues, moreover, account for only a small part of the company’s total revenues in 
recent years, as shown in the following table: 


Percent of mail 
Total ae ' a ae 2 reveuns t 


total revenue 
, 091, 
796, 
232, 
960, 


1 Exclusive of payments received from Pan American Airways. 
2 Exclusive of parcel post. 


Mail payments are received with considerable delay. Thus in 1948 the Govern- 

ment owed the company 6,156,917 cruzeiros ($338,630) for mail carried in 1945-47. 

In 1949, the other operating revenues accounted for the following pernene 
or 


7 


of total revenues (exclusive of payments received from Pan American W 
Airways): ‘ 


i a a eens ss aes 73. 73 
Parcels and freight 


GR is 5 i enieny =n MONE Lie. Bikicsnch bn oh nie vbkatias abnictdia ee 
ro oe ea ee i ee 


GOVERNMENT AID 


1. Direct subsidy —Government aid to Panair do Brasil has taken the form 
mainly of direct subsidies for certain specified routes on the basis of kilometers 
flown. Until 1950 these subsidies were given only for local services in the Amazon 
region and were substantially offset by the reduced fares for official passengers 
required by law. Before 1948 a small subsidy was also paid by the state of 
Minas Geraes for services in that state. The company has also benefited by a 
loan from the United States Export-Import Bank. 

The amounts received by Panair do Brasil in direct subsidies in recent years, 
and the rebates allowed by the company for official travel are shown in the 
following table: 


Sutsidy from | Subsidy from 
the Federal the state of | Total subsidy 
Government 


Rebates for 
official travel 


(For dollar conversions see ‘‘General summary,’’) 
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eiros 
217, 763 
739, 374 
321, 083 
504, 952 
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The subsidy received in 1949 was divided as follows by routes: Subsidy 
ute: (cruzeiros) 


In 1949 the increasing financial difficulties of Brazilian companies operating 
international services led to the introduction of a bill authorizing the payment 
of subsidies on international routes operated by Brazilian carriers. As promul- 
gated on August 1, 1950, the new law authorized the executive to spend 35 million 
cruzeiros ($1,925,000) in the fiscal year 1950 in subsidies to Brazilian 40mpanies 
operating international air transport services. The subsidy is to be paid at the 
rate of 10 cruzeiros per kilometer flown (approximately 8 mills per mile flown) 
between the last stop in Brazil and the foreign terminal. Recipients of the sub- 
sidy must grant a 50 percent discount to members of the Brazilian National 
Congress and professional journalists traveling on business. Four Brazilian com- 
panies are entitled to share in this subsidy. Panair do Brasil is unofficially re- 
ported to have received in 1950 a total subsidy of $1,704,083, of which $496,051 
was for domestic services and $1,208,032 for international services. 

2. Exemptions.—The collection of airport fees at state-owned airports was sus- 
pended in 1947 and resumed in 1949 at a 20 percent reduction. 

A law promulgated on February 9, 1951, granted exemption from import duties 
and consumption taxes on aircraft, engines, parts, gasoline, oil, radios, tools, and 
other equipment for airline and airport operations to companies undertaking to 
carry government employees on official business at a 50 percent discount. Similar 
exemption was granted to air-cargo operators carrying Government freight at a 
20 percent discount. 

he extent to which Panair do Brasil has benefited by these measures cannot 
be determined, but since most of the airports in Brazil are Government-operated, 
the suspension of airport fees must have been of substantial assistance to Panair 
do Brazil with its numerous local services. 

3. Ground facilities —The Brazilian Government operates most of the airports 
used by airlines, and spends considerable sums for ground facilities. -Details are 
not available. 

4. Export-Import Bank loans.—In 1946 the United States Export-Import Bank 
made available to Panair do Brasil $1,600,713 on loan at 4 percent interest. 
This credit covered 80 percent of the purchase cost of seven aircraft with spares. 





GENERAL SUMMARY 


The only definitely ascertainable aid given by the Government to Panair do 
Brasil has consisted of direct subsidies for specified services; these subsidies, 
largely offset by rebates given for official travel, have been as follows: 

| Total subsidy 


Year 

r? is : | United States 

LS he 
ptleiphAabintt, itn eit Metical ci ih thea fenchonaytici ce 
ESO Do he eo ed iy aes et cS | 5, 393, 519 326, 847 
ONAL 21353; Soak Labo. os .bewalos 4. Iiili asst odabbe de cepasiieo. abec 6, 226, 730 | 342, 470 
TE tb camedn aaron | 7,313, 135 | 402, 222 
Te eee ereercunence 7, 510, 265 | 413, 065 
Teen ee nee eeenshiiat | () 2 1, 704, 083 





! Not available. 
2 Unofficial. 


In addition, the company has benefited by exemptions from airport fees and 
ibly by mail payments and government expenditures for ground facilities. 
t has also received a loan from the Export-Import Bank. 


PRINCIPAL SOURCES USED 





Annual reports of Panair do Brasil; Civil Aeronautics Board, Airlines of South 
America (mimeographed, April 5, 1949); William A. M. Burden, The Struggle 
for Airways in Latin America (New York, 1943); Oliver J. Lissitzyn, International 
Air*Transport ard National Policy (New York, 1942); World Aviation Annual, 
1948; The Aeroplane, June 15, 1951; U. S. Department of State unclassified files ; 
periodical files; information supplied by the Export-Import Bank; air-travel 
guides. 
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SABENA 
(Bevaran Arr Lines) 


(Société Anonyme Belge d’Exploitation de la Navigation Aerienne (Belgian Cor- 
poration for the Exploitation of Aerial Navigation) ) 


GENERAL 


Belgium, with a population of over 8,600,000 in an area of 11,783 square miles’ 
or 732 persons per square mile, is one of the most densely peopled nations in 
Europe and depends heavily on foreign trade and investment for its relatively 
high standard of living. It has a large colony in central Africa, the Belgian 
Congo, which is an important source of raw materials and a market for manu- 
factured goods. Adjoining the Belgian Congo is the territory of Ruanda Urundi, 
administered by Belgium under a United Nations trusteeship. 


THE COMPANY 


The Belgian interest in commercial aviation dates back to 1918 when a com- 
mittee was set up by King Albert to study the possibilities of air transportation 
in the Belgian Congo. In 1919, likewise at the instigation and with the financial 
help of the King, a group of Belgian banks founded SNETA (Société Anonyme 
Belge pour |’Etude des Transports Aeriens) which established an experimental air 
transport service between Brussels and London and another in the Belgian Congo. 
SABENA was organized in 1923 as the sole Belgian operator of air transport 
services, replacing SNETA, which became a holding company. 

By 1939, SABENA had developed extensive networks in Europe and in the 
Belgian Congo. In 1935 the first regular service between Brussels and the Belgian 
Congo was inaugurated. During the World War II, after the occupation of 
Belgium by the Germans, SABENA’s services and facilities played a significant 
role in the Allies’ war effort in Africa. 


ROUTES 


The network operated by SABENA comprises four groups: (1) routes within 
Europe and adjoining areas, (2) routes in the Belgian Congo and adjoining areas in 
Africa, (3) the route from Belgium to the Belgian Congo and South Africa, and 
(4) the trans-Atlantic route between Brussels and New York. 

The small size of Belgium makes domestic air transportation of little impor- 
tance. It consists mainly of summer services to the seashore resorts of Le Zoute 
and Ostend, and a helicopter mail service between eight cities. Thus, practically 
all of the traffic of SABENA outside of the Belgian Congo is international or 
intercontinental. 

1. European network.—SABEWA serves almost all the main centers of Western 
Europe. There is also a service to Lydda (Israel) via Athens. Many of the 
European services are operated in pool with other European airlines. The most 
frequent service is that from Brussels to London (several times daily) operated in 
pool with British European Airways. 

2. The Congo network.—The routes operated by SABENA in the Belgian Congo 
form an extensive network since the size of the colony and the difficulties of 
developing adequate surface transportation facilities create a distinct need for air 
transportation. Services are also operated to adjoining British, French, and 
Portuguese colonies. 

3. Belgium to Africa.—Services from Belgium to Belgian Congo are operated 
over two routes—via Tripoli and via Athens, Cairo, and Khartoum. A total of 
five round trips a week are operated over these two routes. One round trip 
weekly is operated beyond Congo to Johannesburg in the Union of South Africa. 

4. Brussels to New York.—This intercontinental service is operated via Shannon 
and Gander under a bilateral agreement between Belgium and the United States, 
SABENA has been designated by the Belgian Government as the airline author- 
ized to exercise the rights granted to Belgium under this agreement. A foreign 
air carrier permit was issued to SABENA by the Civil Aeronautics Board and 
approved by the President on April 3, 1947 (appendix A). SABENA currently 
operates five round trips a week with DC-—6 equipment on its Brussels-New York 
route in competition with Pan American World Airways, Inc. 
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FLIGHT EQUIPMENT 


Most of the aircraft operated by SABENA is of United States manufacture. 
At the latest reports, the fleet consisted of the following: 5 DC—6’s, 7 DC—4’s, 
6 Convair Liners, 21 DC-—3’s and C—47’s, 4 De Havilland ‘“‘Doves,” 1 Avro XIX, 
2 Tiger Moths, 1 Auster V, 2 Piper Cubs, 2 Bel helicopters. Two additional 


Convair Liners were to be purchased. Most of the engines used are Pratt & 
Whitney and Wright products. 


OWNERSHIP AND CONTROL 


Initially SABENA, in form a private corporation, had a capital of 6 million 
francs divided into 12 thousand shares of 500 frances each of preferred stock. 
There also were 24 thousand shares of no-par common stock. The stock capital 
was increased to 10 million francs in 1929, and to 300 million frances ($6,000,000) 


in 1949. The ownership of the stock by number and classes of shares in each 
period is shown in table 1. 


TABLE 1.—Ownership of SABENA stock 


Number of shares 


Ownership by class of stock Ee ear : 1 eee ee 


At origin, After Nov. After June After June 
1923 16, 1927 18, 1929 14, 1949 





Belgian State: 
Preferred 800 | 150, 800 
Common s \ i. 800 | 19, 800 

Congo Colony: 


, 200 | 149, 200 
200 1 11, 200 
Total held by public authorities: A levees | % Rae 


Preferred eae d wang 6, 000 | 10, 000 | 20, 000 300, 000 
ON i Oh ks ty . 17, 000 | 21, 000 31, 000 | 31, 000 


MENS 4 daSabw be biden’ : 23, 000 | 31, 000 51, 000 331, 000 
SNETA: } | 


ON i a 6, 000 | 10, 000 
Common... si ieee tina 7,000 | 11, 000 
SABCA:? 
NS dae ing Le i hd 32 ce None 
Common..._..... . ten ‘ None | 
Group of private subscribers: } 
Preferred... _._. ive: dune clicanaae ae None None None 290, 000 
Common...._....- Laie Bai None | None None 20, 000 


Common 


10, 000 | 10, 000 
11, 000 | 1, 000 


None 10, 000 | None 


None 10, 000 N@ne 
| 





Total held by private interests: 
Preferrec s. jamin auhen 6, 000 10, 000 20, 000 | 300, 000 
Common a ns oe 7, 000 11, 000 21, 000 21, 000 


Reel 13, 000 | 21, 000 | 410m ain 
Grand total: ao Man ow | === 


RD = 3 hg TAS SY a 12, 000 | 20, 000 40, 000 600, 000 


Common............. , i 24, 000 | 32, 000 52, 000 52, 000 


36, 000 | 52, 000 | 92, 000 652, 000 


! Including 100 shares held by the Trust Territory of Ruanda Urundi. 
2 Société Anonyme Belge de Constructions Aeronautiques, a Government-sponsored private company. 


Since each share of stock, whether preferred or common, has one vote, the 
Belgian Government, directly and through the colonial government of Belgian 
Congo, has had at all times an absolute majority in the stockholders’ meetings. 
Prior to 1949 the Government named 4 of the 12 members of the board of directors; 
in 1949 the board was increased to 14 members, of which 7 are named by Govern- 
ment ministers; 3 by the Minister of Communications, 3 by the Minister of 
Colonies, and 1 by the Minister of Finance. The directors named by each of the 
ministers may suspend for 15 days the execution of any decision of the buard 
deemed by them to be contrary to the public interest. The minister concerned 
may, within 15 days, definitively veto the suspended decision; otherwise the 
decision goes into effect. 

The registered owners of the stock must be of Belgian nationality or legal 


persons under Belgian or Congo law, but the board of directors may convert 
stock to bearer shares. 
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FINANCIAL POSITION 


At the end of 1949, current assets, including the direct subsidy receivable 
from the state, exceeded current liabilities, exclusive of the debt to the state, 
by 138,035,918 francs ($2,760,718). Flight equipment and spares accounted 
for 30.6 percent of all assets. 

EARNINGS 


(Notre.—The fluctuation in the foreign exchange rate resulting from currency 
devaluation has had but a slight effect on the Belgian france. The effective 
United States rate following the end of World War II in 1945 was $0.0230 per 
Belgian franc. This declined slightly to $0.02281 on April 11, 1946, and continued 
virtually unchanged to September 26, 1949. At that point, devaluation of the 
British pound resulted in the decline of the Belgian franc to about $0.020 where 
it has remained to the present time. In the interest of uniformity, the $0.020 
rate is used throughout this report in showing all conversions of the Belgian franc 
into United States dollars.) 

Until 1944, SABENA depended on subsidies to make up its deficits. In 1944— 
47, however, the company found itself in a prosperous condition apparently 
owing to the fact that during the war most of the services were operated exclusively 
for the Allied Governments (in part under contract with BOAC) which provided 
some aircraft and facilities, and to the great demand for air transportation in time 
of war. 

In 1946, the banner year, the company made a net profit of 123,607,172 francs 
which allowed not only the completion of the repayment of the recapturable 
part of the subsidy (see below) but also the payment of a first dividend (6 percent) 
of 840,000 francs ($16,800) and a second dividend (2 percent) of 280,000 francs 
($5,600) on preferred stock and a dividend of 51,102 francs on common stock. 
In 1947 the profit was more modest, allowing only a 6-percent dividend on pre- 
ferred stock. In 1948 the company had a net loss of 18,988,334 francs ($379,767). 

In 1949 the net loss of 89,152,795 frances ($1,783,056) was made up by the state 
through a new form of subsidy. The same was true of the net loss of 20,638,021 
francs ($412,760) in 1950 (see below). 

Depreciation charges, which are rather high, have exceeded the net losses 
sustained since 1948 and the company, even in the absence of the subsidy, would 
not have had any cash losses. 

The net profits or losses before direct subsidy, and the depreciation charges of 


SABENA in recent years are summarized in the following table: 
. 


ae “a subsidy “ta Depreciation charges 
| United State Los ‘ 
Belgian francs | ae a | Belgian francs | t ao 


123, 607, 172 2,472,143 | 78,059, 976 
1, 020, 185 | 20, 404 127, 701, 496 | 
—18, 988, 334 —379, 766 115, 241, 666 | 
—89, 152, 795 —1, 783, 056 132, 640, 843 | 
—2, 638, 021 —412, 700 | (1) | 


conc diioatn seach 


1 Not available. 
MAIL PAYMENTS 


In recent years the payments received by SABENA apparently have not been 
at rates higher than those fixed by the Universal Postal Union. The average 
rates in 1947 and 1948, the only years for which specific figures are available, as 
shown in the following table, appear to be considerably below the Universal 
Postal Union rates. 


: ‘ , Per ton-kilo- | Per ton-mile 
Mail ton-kilo- | Mail revenues 3 » 
’ | meter, Belgian | United States 
meters Belgian francs francs dollars 


858, 000 42, 243, 534 49.2 
1, 051, 000 47, 938, 371 45. 6 
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In 1948 the mail rate was less than twice the passenger rate (27.5 francs per 
ton-kilometer) and approximately three times the freight rate (15.4 franes per 
ton-kilometer). 

SABENA’s mail revenues in relation to its total revenues were as follows in 
1947 and 1948: 

{In Belgian francs] 
} 

| Percent of 





47, 938, 371 | 


Year Total revenue | Mail revenue total 
ii men |—— | sutctichabehninniinlpiteatibiipthaiatingieieaennaien 
Moree coy, Ont ee iad. aid See | 455,163,557 | 42, 243, 534 | 6.4 
1948... .. pdt Li Ahh lS aibi lie sid Ab ighia the dbiine tice ipeablle ddnp | 672, 746, 241 | 7.1 








In 1948 passenger revenues accounted for 67.2 percent of total revenues, and 
freight and excess baggage for 8 percent. Of the total mail revenue received bv 
the company in 1948, 17,526,000 franes was received for mail carried on the service 
between Belgium and Congo, 8,033,000 frances was for mail carried gn African 
services, and 11,946,000 francs was for mail carried on the European and trans- 
Atlantic services. 

GOVERNMENT AID 


SABEN A, from the very beginning of its existence, needed and received financial 
aid from the Belgian state. This aid has consisted in direct annual subsidies, 
subseriptions to the capital stock of the company, loans, and guaranties of 
borrowings. The Government has also made provision for airports and aids to 
air navigation. 

1. Direct subsidies SABENA has received direct subsidies from the Govern- 
ment in every year of its existence except 1944 to 1948, inclusive. In the forma- 
tive years of the company’s activity, 1923-27, the subsidy for the European 
services was equal to the deficits actually incurred up to a fixed ceiling. The 
African services were supported by a guaranty of minimum revenues. 

During the period 1928-39 the subsidies for the European services and for the 
service from Belgium to Congo (inaugurated on a regular basis in 1935) were fixed 
by the minister in charge of civil aviation on the basis of ton-kilometers flown and 
the expected deficits including a provision for a 6 percent first dividend on preferred 
stock, while the services in Congo continued to be supported by guaranties of 
minimum revenues. 

In 1940 the Congo Colony stopped paying subsidies but the Belgian Government 
continued to make grants through 1943. The fluctuations in the amounts of 
direct subsidies received by SABENA before and during the World War II are 
illustrated by the following table: 


Approximate total subsidy 
Year a tee ee Sahel 
United States 


Belgian francs dollars 





samee apie ne ahaa aR eRe eke abr eamtmacgeasdeasedenae not 1, 600, 000 | 320, 000 
We s6iciss lacs, cit siebb cb tbh vctbenesis cs ciaiglal dk ibeadl os bhai lind am } 25, 200, 000 504, 000 
SUS th Sete diidnabeh Md bh dish eobd ten 4 mate Wontan cmd bilct idee doacene| 12, 600, 000 252, 000 
a ae ii el a i ans dah do athena ae bs adnee oh ewe she j 28, 500, 000 | 570, 000 


See ce ee ta ere ee wae sulahaccuccues one 4, 727, 324 | 94, 547 





The direct subsidies received by the company in the 21 years of its existence 
through 1943 totaled approximately 275,000,000 frances ($5,500,000) of which 
271,500,000 francs ($5,430,000) came from the Belgian Government and 3,500,000 
franes ($70,000) from the government of the Congo Colony. 

Under the law the subsidies received by the company were in part subjected 
to recapture from future profits. During the 3 years, 1944-46, the entire amount 
of past subsidies subject to recapture—103,000,000 francs ($2,060,000)—was 
repaid by the company out of the high profits made during these years. 

The worsening of the financial position of the company after 1946, coupled 
with a top-heavy indebtedness—in 1948 the company’s debts amounted to 
486,529,155 franes ($9,730,583) out of total liabilities of 648,877,125 franes 
($12,977,543), the capital stock remaining at 20,000,000 francs ($400,000)—led 
to a reorganization of the company in 1949 pursuant to a law promulgated on 
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April 6, 1949, and to the reinstitution of direct subsidy in a new form. Under 
the new law, SABENA is entitled te Government assistance in the full amount 
required for the amortization of the company’s flight equipment to the extent 
that the company’s own revenues are not sufficient to cover it. The sums repre- 
senting this assistance are fully recapturable out of future profits, but do not carry 
interest. Fifty percent of the net profit remaining after the setting aside of 5 
percent for a legal reserve until it attains one-tenth of the capital, and after the 
payment of a 6-percent dividend on preferred shares (including arrears), is to be 
paid to the state until the subsidy is completely repaid. 

For 1949 the company received a subsidy in the new form equal to its net 
deficit incurred during the year, 89,152,795 francs ($1,783,056) which amounted 
to 11.2 percent of its total revenues. In 1950 the subsidy was 20,638,021 frances 
($412,760). 

2. Investment in capital stock.—The actual cash investment of the Belgian 
Government and the government of Belgian Congo before 1949 in the stock of 
SABENA may be summarized as follows: 





Number of pre-| Amount paid 
Year ferred shares | at 500 Belgian 








issued franes per share 

I ic edt incad Leaked igh dadesdsewanicks ute batgshahan buiepanlaseaeereipinde 4 6, 000 3, 000, 000 
a Ba a Sei ke a 4, 000 2, 000, 000 
Fn os elke ec oe dat ein Unban SEUN Kote ac deca pads tes tendae oy ank : 10, 000 5, 000, 000 
city sient baad daca neaniys igen <atiie an dntedencnrs 20, 000 10, 000, 000 


In 1949 the state and the Congo Colony received additionally 280,000 pre- 
ferred shares of the par value of 140,000, frances ($2,800,000). This stock 
represented the conversion of a like amount of indebtedness of the company to 
the Belgian Government and the Congo Colony into equity capital (see below) 
and thus did not involve a new cash payment to the company. The par value 
of the preferred stock held by the public authorities now stands, therefore, at 
150,000,000 franes ($3,000,000). 

Common stock does not represent an additional cash investment since it was 
issued, prior to 1949, share per share to the holders of preferred stock; in addi- 
tion, 9,000 shares of common stock were initially credited to the Belgian Gov- 
ernment in consideration of a loan guaranty and other privileges granted to the 
company, and a total of 2,000 shares of common stock were credited to the 
Belgian Congo and Ruanda Urundi (100 shares) for the results of their pioneering 
studies of air transportation. No new common stock was issued in 1949. 

3. Government loans.—As of December 31, 1945, the company owed the Congo 
Colony 77,071,885 franes ($1,541,438) for the financing of purchases of flight 
equipment. This amount was reduced to 73,883,107 frances ($1,477,662) by 
December 31, 1947. The Belgian state, however, advanced to the company 
143,871,611 franes ($2,877,432) in 1947, and a further sum of approximately 
83,000,000 francs ($1,660,000) by the time of the financial reorganization of 
SABENA in 1949 pursuant to the law of April 6, 1949, when the company owed 
approximately 227,000,000 francs ($4,540,000) to the Belgian state and 73,000,000 
franes ($1,460,000) to the Congo Colony. In the financial reor anization, a 
total of 140,000,000 franes ($2, 800,000)_-70,000,000 franes for the Belgian state 
and 70,000,000 franes for the Congo Colony—of this indebtedness was converted 
into stock capital by the issuance of preferred shares in the same amounts, the 
indebtedness to the public authorities thus being reduced to approximately 
160,000,000 francs ($3,200,000). An agreement published in December 1950 

rovided for the repayment of the remaining debt of approximately 157,000,000 
ranes to the Belgian state in 20 annual installments, instead of the previously 
agreed 4 installments. It is to bear interest at 4 percent. 

4. Guarantees of borrowings.—At the very beginning of the existence of SABENA 
the Belgian Government guaranteed a private loan to the company for the 
purpose of acquisition of flight equipment. No detailed record of state guarantees 
given between 1923 and 1945 is available, but as of January 1, 1946, the guaranteed 
debts of the company stood at 25,594,000 francs ($511,880). By December 31, 
1949, this indebtedness had been reduced to 13,888,000 francs ($277,600). Appar- 
ently no new guaranties were extended between 1945 and 1950. Since the end 
of 1949, however, the state appears to have guaranteed the borrowings of SABENA 
up to 65 million francs. 


856 SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 








Gov- 
o the 
o the 
ering 


Yongo 
flight 
2») by 
ipany 
ately 
on of 
owed 
10,000 
on, & 
state 
rerted 
s, the 
ately 
1950 
10,000 
iously 


SENA 
wr the 
antees 
nteed 
er 31, 
\ppar- 
ie end 
sENA 


SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 855 


Under the law of April 6, 1949, the company is permitted to issue, with the 
authorization of the Minister of Finance, mortgage or other bonds, the payment 
of whose principal and interest is guaranteed by the state, but only flight equip- 
ment may be purchased with the money lent on these bonds. 

5. ECA grants.—SABENA has benefited by the dollars exchange made avail- 
able by the United States Economic Cooperation Administration. Since the 
recipients of ECA dollar grants have to deposit an equivalent amount in local 
currency in a counterpart fund, these benefits are not apparent from the published 
company reports. ECA records made available to the compilers of this report 
do not segregate the amounts of grants used specifically for equipment purchases 
by SABENA, but it is believed that SABENA has been the principal beneficiary 
of ECA procurement authorizations for aircraft, engines, and parts to be shipped 
to Belgium and Luxemburg which totaled $4,217,000 as of March 31, 1951. 
Paid shipments under such authorizations have included the following items: 


I ae co chetliiine tnKaine mae wns ..--. $1, 613, 000 
Aireraft parts and accessories _—_-__-_....---....-------- Sidi 590, 000 
Aircraft engines and accessories __—___..-...._------_- orth be 446, 000 

Miscellaneous aircraft parts and accessories n. e. ¢., instruments and 
ground-handling equipment__._._........-._----- hitpataiun de 741, 000 
Ril i i oS iii Nei ai wld i cigieibl edie hie en Kian hw nis) ep Oy 


6. Ground facilities —The amounts appropriated in the Belgian budgets for 
1949 and 1950 to cover the net expenses on air route facilities including airports 
were reported to be 114,189,900 frances ($2,283,798) and 116,200,000 frances 
($2,324,000), respectively (including in 1950 4,600,000 francs as the Belgian 
share in the cost of maintenance of Atlantic weather ships). It was also reported 
that the 1950 budget of the Belgian Congo made provision for approximately 
18,500,000 frances ($370,000) to be spent on airport construction and development 
and for a further outlay of 8,384,000 francs ($167,680) for the equipment and 
improvement of meteorological and telecommunications facilities. SABENA, 
of course, was not the only user of most of such facilities, but in the Congo it was 
the principal beneficiary. 

GENERAL SUMMARY 


The definitely ascertainable aid given by the Belgian Government to SABENA 
in recent years may be summarized as follows: 

1. Direct subsidy.—At present given in the form of recapturable grants to cover 
losses up to the amount of depreciation charges on flight equipment, the direct 
subsidies to SABENA in recent years have been: 





United States 





Year Belgian francs | dotars 
—_——-——_ 5 — — — a anne neneisaeerneene — 
ie oie ok ie oe ee bad cal abe Na oe ar te None | 
a eds cae ant angels So hike ab cant «wen eps os dB hs aes ali None 
Bs a Caam aioe besa ec eidadmnloe weeps dag heise i ius mabbahinn< ake weceat ie None : 
TE a > 89, 152,791 | 1, 783, 056 
1950 


sleas abobtea adetinhie ahi essll died iieiie dclet reteinh Gib tiie tw-thn.gn tie s-ar ad ha meagaaasure sot cme awe 20, 638, 021 | 412, 760 


2. Investment in capital stock.—Since the foundation of SABENA in 1923, the 
state, through the Belgian Government and the Government of Belgian Congo, 
has invested a total of 150,000,000 francs ($3,000,000) in the stock of the com- 
pany; of this amount 140,000,000 frances ($2,800,000) were invested in the form 
of loans converted into stock in 1949. 

3. Government loans.—Aside from the lcans converted into stock in 1949 (see 
above), the Belgian Government advanced, in 1947 and 1949, a total of 157,000,000 
franes ($4,140,000) to SABENA. This loan is repayable at 4 percent interest. 

4. Guaranties of borrowing.—Since the end of 1949 the Belgian Government 
has guaranteed SABENA’s borrowings up to the amount of 65,000,000 francs 
($1,300,000). 

In addition, SABENA has been benefited by the dollar exchange made avail- 
able through ECA grants, and by Government expenditures on airports and 
other ground facilities. 
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SWISSAIR : 
ScHWEIZERISCHE LurrverKeHR, A, G. (Swiss Arr Transport Co., Lrp.) 
THE COMPANY 


To better appreciate the strong Government interest in Swissair, despite the 
predominant private investment in the company, it is important to understand 
the economy and position of the Swiss people. 

The Swiss are international-minded. This results in part from the geographical 
anges of the country in the center of Europe, and from the fact that Switzerland 

developed a large foreign trade. It is a small country with relatively barren 
soil and mountainous topography, supporting a large population at a high standard 
of living. The area of the country is only 15,940 square miles; the estimated 
population is 4,506,000 persons, or 283 persons per square mile. The per capita 
income at the beginning of the war was equivalent to US$379 per year in purchas- 
ing power, placing the country sixth among the nations of the world, the United 
States having been first with US$589 per year. 

Switzerland has maintained this high standard of living by exporting small 
high-quality precision mechanical goods, and processed dairy products, by the 
cultivation of a large tourist trade, and by intensive activity in the field of inter- 
national finance. The two last-named activities produce a large amount of inter- 
national travel. Switzerland also imports a large part of the food consumed in the 
country, as well as manufactured products. 

In view of its international trading ition, the maintenance of its international 
airline is more than simply a case of national pride; it represents an important 
instrument facilitating the country’s economic survival. 


ROUTES 


The network operated by Swissair comprises two groups: (1) Routes within 
me og and (2) the intercontinental lines, mainly from neva to the United 

tates. 

Swissair serves only three cities in Switzerland—Geneva, Zurich, and Basel—the 
first two of which are terminals of international routes. The small size of the 
country and the excellent surface transportation facilities, both rail and highway, 
are factors in the lack of internal air routes. 


1. European network 


The present European network is considerably more extensive than the pattern 
revailing prior to World War II. All main centers of Europe are served by 
wienite and include London, Paris, Brussels, Amsterdam, Hamburg, Frankfurt, 
Munich, Copenhagen, Stockholm, Vienna, Budapest, Belgrade, Rome, and Nice. 
In addition to the countries served prior to the war, new areas have been added by 
extending operations to the Iberian and Scandanivian peninsulas. The frequency 
of schedules, however, for most of these services is low, averaging about two trips 
weekly to most points. The only daily services are provided to London, Paris, 
and Brussels. oreover, on a number of routes joint pooling operations are 
conducted with other European air carriers. For example, service between 
Zurich and Brussels is operated jointly with Belgium’s SABENA. In this instance 
Swissair will operate the route exclusively for a 3-month period to be followed by 
an exclusive SABENA service for the subsequent quarter with this same rotation 
continuing. 

Up to 1950, Swissair also had a run to Prague and Warsaw. This was discon- 
tinued because of its unprofitability. Similarly, the route extending to Barcelona, 
Madrid, and Lisbon was also discontinued for the same reason and the removal of 
commercial rights in the Iberian peninsula. 


serv 
rate 
Swi: 
on i 


and 


me! 
10,: 


aid 





3elge 
946) ; 

Bel- 
tical 
nited 
S. 


D.) 


e the 
stand 


yhical 
rland 
arren 
.dard 
nated 
apita 
chas- 
nited 


small 
y the 
inter- 
inter- 
in the 


‘ional 
rtant 


vithin 
nited 


—the 
f the 
way, 


ittern 
ad by 
kfurt, 
Nice. 
ed by 
uency 
trips 
Paris, 
iS are 
[ween 
‘tance 
ed by 
tation 


iscon- 
elona, 
val of 


SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 857 


2. Intercontinental routes 


At one time, Swissair operated five intercontinental routes, largely on an experi- 
mental basis. The most important route is, of course, the one from Geneva to 
New York via Shannon and Gander. 

Other intercontinental services operated through the Near East to Cairo and 
Basra. Another run extends to Athens, branching off to Istanbul and Lydda, 
respectively. 

t the end of World War II, Swissair also operated a route through Africa to 
Johannesburg as well as a run down the east coast of South America to Buenos 
Aires via Casablanca and Dakar. Both of these services have since been discon- 
tinued. Their frequencies were exceptionally low and the operations proved 
highly unprofitable. 


The Ceneva-New York route 


This intercontinental route is operated under a bilateral agreement between 
Switzerland and the United States. A foreign air carrier permit was granted 
Swissair by the Civil Aeronautics Board on October 29, 1947. (See appendix A.) 

Trans World Airlines, Inc., is the only United States carrier providing a direct 
service from New York to Switzerland. As far as traffic rights are concerned, 
both Swissair and TWA are on an equal basis at intermediate points in the sepa- 
rate authorizations granted by both the United States and Swiss Governments. 
Swissair currently operates about two round trips a week with DC-—4 equipment 
on its Geneva-New York route. 


OWNERSHIP 


Swissair is the only Swiss international air carrier and has been designated 
by the Swiss Government as the airline authorized to exercise the rights granted 
to Switzerland under the agreement with the United States. It was formed in 
1931 through an amalgamation of Ad Astra Aero Cy., Ltd., of Zurich, and the 
Balair, Air Traffic Cy., Ltd., of Basle, with a capital stock of slightly under 
$200,000 in terms of the present value of the Swiss franc. Ad Astra was formed 
in May 1919 and operated solely within Switzerland until 1928 when it opened 
a route between Berlin, Germany, and Zurich. Balair was established in 1926 
and by 1929 was conducting operations between Basle, Brussels, Belgium, and 
rn nga and Amsterdam, the Netherlands, and between Geneva and Vienna, 

ustria. 

Following the merger, Swissair expanded its operations throughout the years 
to develop its present network of routes. Its capitalization also followed pace. 
On January 1, 1947, the company’s capital stock was increased from $233,630 
to about $4,672,600, or 20 million Swiss francs (one Swiss france equaled 23.363 
United States cents). 

According to Swissair’s articles of incorporation ownership of shares is limited 
to Swiss nationals, Swiss corporations engaged in Swiss activities and Swiss 
governmental authorities. Further, provision is made for ownership of about 
30 percent of the stock by government corporations such as the Swiss Con- 
federation, the separate cantons, Swiss Federal Railways, and the Post Office 
Department. The bulk of the stock, or some 70 percent is held by private Swiss 
citizens. There are more than 2,500 Swissair shareholders representing all 
regions of Switzerland. The company’s shares enjoy a free and active market 
on the Zurich Bourse. 

Swissair has 27 members on its board of directors, 10 of which may be nominated 
by the Government. 

It is important to note that, while Swissair is a national company, it is by no 
means nationalized. It is independently managed and is primarily responsible 
to its stockholders. 


FINANCIAL POSITION 


Swissair, until early 1950, maintained a healthy financial position. The heavy 
deficits of 1949 and 1950, however, seriously drained the company’s resources 
and made necessary the substantial measure of Government support granted the 
company starting late in 1950. 

As with all airlines, Swissair’s main assets are represented by its flying equip- 
ment. The net book value of its flying equipment at the 1950 year end was 
10,400,374 Swiss frances, or 32.7 percent of its total assets. 

As part of its financial reorganization made necessary to qualify for Government 
aid, Swissair wrote down its capital stock from 20 million to 14 million Swiss 
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franes, or from 500 to 350 Swiss frances per share. This reduction of 6 million 
Swiss franes reflected the actual 1949 and estimated 1950 deficits. Under Swiss 
laws governing corporate practices, any company sustaining cumulative deficits 
equivalent to more than 50 percent of the stated value of its capital stock, must 
liquidate and retire from business. To preclude this contingency, Swissair wrote 
down its capital stock giving effect to its losses in recent years. Of equal im- 
portance, it also satisfied a Government condition as a prelude to financial 
assistance. 


Flight equipment 


The flight equipment operated by Swissair is almost exclusively of United States 
manufacture. At last reports, this aircraft consisted of the following: 3 DC-4’s, 
4 Convair Liners, 11 DC-3’s, 3 DC-3’s, cargo. 

It is also known that Swissair at one time owned two DC-—2’s, three De Havil- 
lands, and about three other smaller and obsolete aircraft. None of this equip- 
ment appears in regular scheduled service but may be used for alpine, special, and 
local flights. 

The engines used are also of United States make and consist of Pratt & Whitney 
and Wright products. 

The DC-4’s are used in the intercontinental services, primarily on the run to 
New York. There were four DC-—4’s in operation until late last year when one 
was lost in a Newfoundland crash. 

To establish a stronger competitive position, Swissair has ordered three DC-6B’s 
for its trans-Atlantic service. Two of these planes have been delivered around 
July 1951, with the third scheduled for delivery by the spring of 1952, 


EARNINGS 


Swissair had enjoyed the distinction, in the postwar period until 1949, of being 
the only European carrier to operate profitably without any material government 
so 


he company’s earnings in the postwar period may be summarized as follows; 
United States 
dollars 


37, 951 


| Deficit. 


The reversal in earnings and the heavy losses sustained primarily in 1949 is 
attributed largely to the devaluation of foreign currencies set in motion by the 
British in 1949. (In mid-1950 the company estimated that it would lose about 
$600,000 for the year. Stringent economy measures together with increasing 
traffic volumes resulted in a sharp reduction of this projected loss.) Swissair 
normally obtains about two-thirds of its revenues from the so-called soft currency 
countries. Accordingly, in addition to being placed at a competitive disadvantage 
Swissair was also forced to absorb substantial foreign exchange losses. 

As far as can be determined, Swissair appears to apply the same general deprecia- 
tion rates to its equipment as is the practice of the United States carriers. These 
depreciation charges have been a material source of additional funds to Swissair 
and are summarized as follows: 


United States 
lollars 


1, 023, 366 


From the above tabulation it is obvious that even in 1949 and 1950 Swissair did not 
suffer a net cash operating loss. 


MAIL PAYMENTS 


As with most European airlines, Swissair’s mail compensation does not appear 
to be a current source of subsidy support. 
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Swissair’s mail revenues in relationship to its total revenues may be summarized 
as follows for recent years as compared with 1938: 


{In Swiss francs] 















Passenger | Percent | Express and | Percent Mail Percent 
revenues of total freight of total of total 
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It can be seen that the relative importance of mail payments to total revenues for 
Swissair have shown a steady decrease. The 1950 mail revenues show an increase 
due to a substantial gain in actual volume. 

The unit rate of payment for carrying the mail, as received by Swissair has also 
declined. This becomes evident in the following summary of tonnage carried in 
relation to revenues received: 
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137, 175 742, 643 5.4 1.99 
167, 533 1, 223, 497 7.3 2.77 
253, 872 2, 191, 495 8.6 3. 24 
305, 256 2, 427, 665 7.9 2. 99 
456, 928 2, 702, 610 6.0 2. 22 
714, 556 4, 190, 821 5.8 2.18 









i 

















1 Conversion rates used: 1938, 1 Swiss franc equals 22.871 United States cents; 1946-49, 1 Swiss franc equals 
23.363 United States cents; 1950, 1 Swiss franc equals 23.11 United States cents. 
























No detail is available as the tonnage carried on European routes and in the 
intercontinental services. The mail rates shown as paid are the product of 
negotiated rates reached with the Swiss Post Office and the Universal Postal 
Union rate of $2.86 per ton-mile received from foreign governments for carrying 
their mail. 

SUBSIDIES 
Formative years 


During the early development of Swissair, Government subsidies of a direct 
nature figured prominently in the financial support of the airline. This was 
exclusive of the mail revenues received and which may be construed to have been 
relatively devoid of any subsidy. 

Such direct subsidies were received from both the Federal Government and 
the separate cantons. This was the practice from 1931 through 1945. In 1931 
total direct subsidies amounted to more than 45 percent of total gross revenues, 
declining to around 10 percent for 1945. From 1931 through 1945 the Federal 
Confederation contributed a total of 7,323,819 Swiss francs toward the support 
of Swissair. This was supplemented by a total grant during this same period of 
1,661,391 Swiss francs from Swiss cantons and cities. 


Postwar period 


As far as can be determined, no direct subsidies, in the manner made available 
from 1931 through 1945, were granted Swissair by the Federal Confederation or 
the cantons during 1946 and 1947. 

Starting with 1948, however, the Government, through its Federal Department 
of Posts and Railways, Federal Air Office, contributed toward the support of 
Swissair to the extent of 150,000 Swiss francs. This amount (about $35,000) was 
granted annually in 1948 and 1949 and represented the Government’s participa- 
tion in the costs of traming instructors, pilots, navigators, and other technical 
personnel. This was increased to 500,000 Swiss francs ($115,000) in 1950. These 
annual contributions represent less than 1 percent of total gross revenues in each 
of the years involved, excepting 1950 when this ratio reached about 1.2 percent. 
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Current period 


With heavy losses sustained during 1949 and 1950, Swissair was forced to 
appeal for substantial Government assistance in various forms. This was forth- 
coming starting late in 1950 following certain corrective measures instituted by 
the airline itself. Among other things, Swissair eliminated unprofitable routes 
and effected economies in operation wherever possible. 

Most importantly, Swissair reduced its capital by 6 million to 14 million Swiss 
francs at a special stockholders meeting on November 10, 1950. The reason for 
this action has been previously indicated. 

For its part, the Swiss Federal Confederatiorf embarked upon a series of extensive 
financial assistance programs for Swissair. 

1. On September 28, 1950, the Swiss Government appropriated 15 miilion Swiss 
francs (about $3,500,000) for the purchase of the three DC-—6B’s ordered by 
Swissair. The planes will be owned by the Government and chartered to Swissair. 
The airline will pay lease charges on these planes only if earnings permit. How- 
ever, at the end of 10 years, Swissair is obligated to reimburse the Government 
for the purchase price of these planes. The DC-—6B'’s will be used in the trans- 
Atlantic service, replacing the DC—4’s now being utilized in this operation. 

2. The Swiss Federal Government also increased its annual subsidy from 
150,000 to 500,000 Swiss francs (from about $35,000 to about $115,000). This 
annual payment is intended for the Government's participation in the costs of 
training instructors, pilots, navigators, radio and telegraph technical personnel. 

3. Further, the Swiss Government plans to establish an amortization and 
insurance fund. The Government would contribute an annual maximum of 
1,500,000 Swiss francs (about $345,000) during a 10-year period. If, however, 
Swissair should require more funds than may have been accumulated, supple- 
mentary contributions could be made to be advanced from subsequent annual 
contributions. 

Any profits from Swissair must first be applied toward lease charges on the 
DC-—6Bs and then to contribute to the amortization and insurance fund a maxi- 
mum of the amount required to amortize its DC-—4s and Convairs in 7 years. 
No dividends or payments into special reserves may be made until the fund 
provisions are satisfied. 

The fund is not only to provide for amortization and depreciation so that an 
equipment replacement reserve may be created, but also to cover insurance charges 
thus relieving Swissair of an annual bill for premiums of about 1 million Swiss 
francs (around $233,600). Swissair may also draw on the fund for non-interest- 
bearing loans for the purchase of planes and parts up to the amount of its own 
contribution. The fund is to be dissolved after a 10-year period. 

4. Moreover, the Federal Government also agreed to purchase Swissair’s four 
Convair Liners and four DC—4s for a total of 17.5 million Swiss francs (about 
$4 million). Of this amount, 3,500,000 Swiss francs were paid Swissair immedi- 
ately and a 2-percent interest-bearing note on the balance of 14 million Swiss 
frances was issued to Swissair. The planes were, of course, leased to Swissair for 
operation. 


Present aid 
The immediate effect of all these aid measures may be summarized as follows: 


United States 


Swiss franes dollars (ap- 
proximate) 


Increase in subsidy from 150,000 to 500,000 Swiss franes (annually) . 85, 000 
Interest at 2 percent on 14,000,000 Swiss francs (annually) 67, 000 
Payment on purchase of 8 planes_.___..-....__...-.-......--.-.-....--- 

Reimbursement on advances made by Swissair toward DC-6B purchase. 

Annual amortization and insurance fund (maximum) .................- “ 


Future aid 


In addition to the continuing annual assistance to be forthcoming, as previously 
indicated, the Government recognized that further suppoft may be necessary. 
The Federal Council, in its November 17, 1950, message, stated that other Gov- 
ernment loans are foreseen as necessary for the renewal of the Swissair fleet in 
European and near eastern operations. 

Also under consideration are measures providing for increased postal payments. 
Reduction in landing fees and other taxes are contemplated as well. 
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Other indirect subsidies 


Foreign exchange.—As Switzerland has for many years enjoyed a stable currency 
condition it has permitted ready convertibility of foreign exchange by other 
carriers, including the United States operator, TWA. Unlike most European 
countries, there is no apparent discrimination, direct or indirect, exerted competi- 
tively by Switzerland against United States airline operations through the foreign 
exchange device. 

Passenger services.—Figuring prominently in the annual accounts of Swissair 
is income from other sources covering various passenger services rendered other 
airlines. For example, this includes ramp service, limousine accommodations, 
documentation, and other elements entering into the dispatch of aircraft and 
passenger operations. 

It appears that foreign carriers are not required to utilize Swissair accommoda- 
tions. For example, TWA provides its own ramp and passenger service at both 
Geneva and Zurich. However, certain other Swissair functions in the dispateh 
and functioning of airline operations are available and utilized by TWA. Never- 
theless, the field of operations possible through the various passenger and aircraft 
services performed by Swissair and contributing to its ‘other income” is consid- 
erable. 

For example, there are a total of 14 foreign carriers, including TWA, serving 
Switzerland, The combined volume of activity developed by these foreign car- 


riers exceeds that of Swissair. This becomes evident by the following comparative 
summaries: 


Comparatwe Swiss traffic 


| | | 

i | w | Revenue | 7 Ls 

| Number of | Number of | Mail kilo- 
| | a dmeiianal | passengers > 
flights | Passengers ietlometers grams 


Thousands | Thousands 
1947— Total foreign 185, 919 | 103, 926 | 1, 007 
Swissair 5,779 86,811 | 53, 805 | 364 
1948—Total foreign < 13, 020 196, 601 | 122,802 | 1, 051 
Swissair pene | 8,306 109, 622 80,117 | 412 
1949— Total foreign | 12,926 226, 791 161,875 1, 420 
ge of 12,116 157, 341 | 120, 325 | 599 
1950— Total foreign......__.- . pines os | 11, 759 235, 725 | 176, 396 | 1,742 


Swissair coe aloes 13, 229 | 198, 162 | 147, 223 1, 548 


This volume of activity has, in turn, led to an increasing source 


of revenues 
from other services for Swissair. This may be summarized as follows: 


{In Swiss frances] 


Net income 
from other 


Percent of 
total gross 
revenues 


, 574, 812 10.4 
5, 245, 18.6 
| 3, 77% 10.7 
10.8 


| sources 
} 


} 


While Swissair maintains that the same service charges prevail for all carriers 
without discrimination against any foreign operator or in its favor, by virtue of 
these passenger and other aviation services, it does have a material source of 
revenue from this activity which helps reduce its own overhead burden. 


APPENDIX A 
Foretcn Arr CarrRIeER PERMIT 


Swissair, Swiss Air Transport Co., Ltd. is hereby: authorized, subject to the 
provisions hereinafter set forth, the provisions of the Civil Aeronautics Act of 
1938, as amended, and the orders, rules, and regulations issued thereunder, to 
engage in foreign air transportation with respect to persons, property, and mail, 
as follows: between the coterminal points Geneva and Zurich, Switzerland, the 
intermediate points Shannon, Eire, Santa Maria, the Azores, and Gander, New- 
foundland, and the terminal point, New York, N. Y. 
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The holder hereof shall conform to the airworthiness and airman competency 
requirements prescribed by the Government of Switzerland for Swiss inter- 
national air service. 

This permit shall be subject to all applicable provisions of any treaty, con- 
vention, or agreement affecting international air transportation to which the 
United States and the Government of Switzerland shall be parties, now in effect 
or that may become effective during the period this permit remains in effect. 

The exercise of the privileges granted hereby shall be subject to such reason- 
able terms, conditions, and limitations required by the public interest as may 
from time to time be prescribed by the Board. 

This permit shall be effective from the date of its approval by the President of 
the United States. Unless terminated at an earlier date pursuant to the terms 
hereof or of the Bilateral Air Transport Agreement between the United States 
and the Government of Switzerland effective August 3, 1945, this permit, sub- 
ject to the provisions of any applicable treaty, convention, or agreement, shall 
terminate (1) upon the effective date of any treaty, convention, or agreement, or 
amendment thereto, which shall have the effect of eliminating the route hereby 
authorized from the routes which may be operated by airlines designated by the 
Government of Switzerland, or (2) upon the effective date of any permit granted 
by the Board to some other carrier designated by the Government of Switzerland 
in lieu of the holder hereof pursuant to any such treaty, convention, or 
ment, or amendment thereto, relating to air transport services, or (3) upon the 
termination or expiration of the said Bilateral Air Transport Agreement: provided, 
however, That if prior to the occurrence of the event specified in the clause (3) the 
operation of the foreign air transportation herein authorized becomes the sub- 
ject of any treaty, convention, or agreement to which the United States and the 
Government of Switzerland are or shall have become parties, then and in the 
event this permit is continued in effect during the period provided in such treaty, 
convention, or agreement. 

In witness whereof, the Civil Aeronautics Board has caused this permit to be 
executed by this Chairman and the seal of the Board to be affixed hereto, attested 
by the Secretary of the Board, on the 23d day of October 1947. 

Approved: 

Harry 8. Truman. 

The Wurre Hovse, October 29, 1947. 


TRANS-CANADA AIR LINES (TCA) 


GENERAL 


Canada has emerged during World War II as a world power. As a member 
of the British Commonwealth, Canada has always maintained strong trade ties 
with Great Britain. Despite its vast area of 3,694,863 miles, Canada is sparsely 
settled. Its average population density of 3.29 per square mile is among the 
lowest in the world. Development of Canadian aviation received tremendous 
impetus in order to provide needed transportation facilities within the country. 
Air facilities provide the only transportation or communication ehannel in many 
sections of Canada. In providing this vital domestic transportation service, two 
main airlines have emerged in Canada, the Government-owned Trans-Canada 
Air Lines, and Canadian Pacific Railway Co.’s Canadian Pacific Air Lines. 

Trans-Canada Air Lines has been designated as the “instrument of the Canadian 
Government in air transport service across the North Atlantic and in Canadian 
services to the United States.” This policy statement declared by former Prime 
Minister King in the House of Commons on April 2, 1943, expresses the course 
pursued by TCA since its inception to date. 

Canada’s international air expansion is largely a product of the country’s 
growing independence in world affairs and national pride. To avoid accepting a 
minor or subordinate role as part of the British Empire system of air routes, 
Canada, through TCA, launched its own commercial airline on a limited basis 
across the Atlantic in 1945. This strong uationalistic feeling has extended TCA’s 
routes to Bermuda and the Caribbean areas where Canadian spheres of interest 
have been declared to exist. 
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THE COMPANY 


TCA owes its existence to the Trans-Canada Air Lines Act of 1937. The 
company is owned completely by the Canadian National Railway Co. which in 
turn is entirely owned and controlled by the Canadian Government. 

Seven directors administer the affairs of the airline. Four are elected by the 
shareholders and three appointed by the Governor in Council. As the share- 
holders are represented by the Canadian National Railway Co. all directors may 
be considered as being under Government control. 

Only a plan in 1937, TCA has made rapid strides in spanning the North Ameri- 
can ntinent and becoming a vital factor of Canadian aviation across the 
Atlantic. It is an interesting commentary that, faced with the problem of starting 
an airline from scratch, TCA called upon American management to launch its 
enterprise. 

P. G. Johnson, formerly president of the old United Aircraft Transport Co., 
was asked to assume the responsibility of pioneering the Canadian venture. Hiring 
five experienced United States air transport executives, Johnson starting in mid- 
1937, created an organization, built an airway, established terminals, bought 
equipment and had the transport system functioning. In 18 months, the Ca- 
nadian border Provinces had an airline and an operation with a commendable 
record. For example, during 1939—the first full year of operation—the new line 
completed 98.1 percent of its scheduled flights and 82 percent of these were 
reported on time or not more than 30 minutes late. Wirt Johnson’s resignation 
from TCA in September 1939, to return as president of Boeing, the airline grad- 
ually installed Canadians to the top operating positions. This process was 
er ores by early 1941, 

TCA, by linking all the provinces of Canada with its transcontinental network, 
has played a constructive part in the development of the country. To aid in the 
war effort, TCA, in 1943, organized and operated the Canadian Government 
Trans-Atlantic Air Service. This service was to provide swift transport of mail 
to and from Canada’s armed forces overseas and of priority passengers and 
freight. The trans-Atlantic operation continued largely devoted to official Gov- 
ernment services until the close of 1945. At that time, a full commercial operation 
had evolved with active solicitation for trans-Atlantic business inaugurated in 
London, England, and throughout Canada. 


ROUTES 


TCA’s domestic routes total 8,362 miles and extend between the Atlantic and 
Pacific seaboards. The main line traverses Canada’s most densely populated 
areas located along the United States border and extends from Vancouver in the 
west to St. John’s, Newfoundland, in the east. A network of connecting intercity 
routes serves 30 Canadian communities. The company also serves nine major 
cities in the United States, Seattle, Chicago, Cleveland, Windsor-Detroit, New 
York, Boston, and Tampa-St. Petersburg. 

Daily round-trip trans-Atlantic flights are operated by TCA to and from Mon- 
treal to London via Shannon and Prestwick. Of these flights, two schedules per 
week extend to and from Paris. South-bound services from Montreal or Toronto 
extend to Bermuda, Barbados, Trinidad, the Bahamas, and Jamaica. These 
operations, however, are conducted on a twice-weekly basis. 

Services to the United States are based upon the bilateral air transport agree- 
ment between Canada and the United States, dated June 4, 1949. TCA’s entry 
to United States points it governed by a series of foreign air carrier permits issued 
by the CAB. The more important of these include the authorization on March 
18, 1948, from Halifax, Nova Scotia, to Boston, Mass. (9 C. A. B. 269) (appendix 
A) and the one of March 14, 1950, governing operations from Montreal to New 
York City (appendix B). Another maior entry to the United States is governed 
by the foreign air carriers permit of March 8, 1941, enabling TCA service from 
Toronto to New York City (2 C. A. B. 616). 

TCA, in a broad sense, provides a limited competitive service over the North 
Atlantic with Pan American World Airways and TWA. With the exception of 
Seattle, Wash.-Vancouver, British Columbia, where direct competition is provided 
with United, TCA does not compete with any United States carrier in its conti- 
nental operations. All other existing air routes between the United States and 
Canada are allocated on an exclusive operating basis between TCA for the 
Canadians and six separate United States carriers for the United States through 
the designated ports of entry. 
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OWNERSHIP 


(Norge.—The Canadian dollar has submitted to moderate fluctuations in the 
foreign exchange markets. The Canadian dollar has ranged, in terms of United 
States currency, between $0.90909 and $1.00, from 1940 to the present time. In 
view of this relatively slight variation, no conversions for Canadian foreign ex- 
change are made in this study. Unless specifically noted, all valuations shown are 
in terms of Canadian currency.) 

The Trans-Canada Air Lines Act initially authorized a capital of $5,000,000 for 
the airline, divided into shares of $100 each, or a total of 50,000 shares. The 
Canadian National Railway Co. was authorized “‘to subscribe for, underwrite, 
purchase, hold, and, subject to the provisions of this act, sell and dispose of the 
shares of the corporation.” The Canadian National Railway Co., however, was 

rohibited from selling more than 24,900 shares except with the approval of 

arliament. There is sufficient evidence on hand that the extent was to permit 
the Canadian Pacific Railway Co. to participate in the national airline. The 
Canadian Pacific, however, declined to invest any of its capital and take a sub- 
ordinate position in the control of the airline. 

Trans-Canada started its corporate life through the issuance of $3,200,000 in 
capital stock to its parent in 1938. The capital stock issued increased to a total 
of $4,600,000 by the 1942 yearend. The limit of the authorized capital stock was 
subsequently raised from $5,000,000 to $25,000,000. To finance its expanding 
requirements TCA issued additional stock to the Canadian National Railway Co, 
to obtain the necessary funds. 

The extent of funds so obtained is indicated by the fully-paid and outstanding 
stock of TCA at the following year-end periods: 


Outstanding 
Year ended Dec. 31— stock Year ended Dec. 31—Con. 
NO koe ee ee 
6, 600, 000 
22, 600, 000 1950 


It can be seen that the major capital increase took place during 1947 coincident 
with the company’s expansion of its services across the Atlantic. 

Under terms of the Trans-Canada Act, TCA may also borrow money for its 
own use. This privilege was resorted to during 1948 when it borrowed $1,500,000 
from the Canadian National Railways Co. as a capital advance. This was 
repaid during 1949. TCA is empowered to obtain funds from the private markets 
but thus far has not availed itself of this channel. A reliable source indicates 
that private capital may be sought to finance the next equipment-acquisition 
program. 

It is significant that the capital stock of TCA carries a fixed 3 percent interest 
rate and is paid annually to the Canadian National Railways Co. (From the 
inception of its corporate life through 1945 the interest charged TCA was at an 
annual 5 percent rate. This was reduced to 3 percent by a 1945 amendment 
to the Trans-Canada Act of 1937.) This interest cost is included among the 
operating charges of the company in computing its annual accounts determining 
the ultimate subsidy to be received from the Government. For example, were 
it not for this treatment, the annual subsidy paid TCA in 1950 would have been 
decreased by $750,000. In this respect, the cost of capital is not a hidden subsidy. 
However, it is possible that the ease and the low interest cost at which capital 


has been made available to TCA can be construed to be of considerable benefit 
to the airline. 


Outstanding 
stock 


FLIGHT EQUIPMENT 


TCA inaugurated its operations with aircraft of United States manufacture and 
design and has adhered to this policy with but slight variations ever since. Initial 
Gperations were conducted with the early Lockheed series, first the model 14’s, 
soon followed by the Lodestars. 

Starting in 1945 the company arranged to purchase a total of 24 military 
transport versions of the DC-3 aircraft. These were acquired as war surplus 
at reduced prices. Three of these DC-3’s, completely converted for passenger 
service, were in operation by the 1945 yearend. Further additions less retire- 
ments through losses brought the total to 27 DC-3’s in operation by the end of 
1950. 

Partly influenced by the Government’s desire to build a major Canadian air- 
craft-manufacturing facility, TCA, in 1945, joined with the Royal Canadian Air 
Force in sponsoring the construction of a 40-passenger, four-engine aircraft at a 
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wartime Government-owned plant near Montreal. This plant became Canadair, 
Ltd., which was first leased and subsequently sold to the Electric Boat Co., a 
United States company. 

The four-engine aircraft was first designated the DC-4M and later as the North 
Star. It was built u BRee the engineering designs of the DC-4 with the wings 
configuration of the DC-6, all supplied by the Douglas Aircraft Corp. The power, 
however, is supplied by British-built water-cooled Rolls Royce Merlin engines. 

Due to the inherent lower costs of operation at the Canadian plant, the first 
versions of the DC-4M were sold to TCA at a flyaway price of around $720,000 
per unit. Comparable prices in the United States would have ranged from 
$850,000 to $1 million per aircraft. 

To start its trans-Atlantic service in April 1947, TCA received the loan of six 
unpressurized DC-4M’s from the RCAF. These planes were made available to 
the airline at no rental fee but were returned to the RCAF in the ‘“‘autumn” of 
that year. Ultimately, TCA acquired a net total of 20 of the DC-4M’s (now 
the North Star) modified to a pressurized version. Accordingly, at the present 
time, TCA has a total of 20 North Stars and 27 DC~—3’s in service on its trans- 
Atlantic and continental routes. 


FINANCIAL POSITION 


As of December 31, 1950, TCA showed a strong financial position. Net 
working capital as of that date amounted to $9,097,483. This represented a 
sharp improyement over the net working capital of $4,369,260 shown at the 
1949 year-end. It is significant that ‘excess’ cash funds were employed to pur- 
chase $4,500,000 in Canadian National Railway 2% percent bonds and $1,500,000 
in 3 percent Provincial bonds. No effort was made to reduce the company’s 
capital stock held by the Canadian National Railway Co. Property and equip- 
ment was carried at a net investment of $16,682,162, or 46.6 percent of total 
assets at December 31, 1950. 

EARNINGS 


Aided largely by substantial mail payments during its formative years (see 
below), TCA was able to show profitable operations during this period. With 
the exception of 1939, when a net deficit of $411,659 was reported, profitable 
operations were shown in every year up to and including 1945. The cumulative 
net profit shown for TCA for 1939-45, inclusive, was $1,113,035. TCA’s finan- 
cial accounts reflect the continuing expansion of the airline in equipment and 
services during the postwar period. The earrier’s consolidated income account 
or its combined North American and Atlantic services are as follows: 


| 3 percent 
| Net loss after interest paid | Depreciation 
all charges oninvested | charges 
capital ! 


2 $1, 115, 256 $1, 514, 411 
1, 624, 740 $266, 994 3, 293, 557 
2, 933, 240 666, 386 3, 978, 493 
4, 317, 593 | 761, 466 | 4, 094, 796 
1, 325, 200 | 750, 000 | 3, 774, 937 


1 Paid to Canadian National Railway Co. 
2 Excludes $154,368 representing 3 percent in invested capital charged directly to surplus. 


It is evident that with the slight exception of 1949 TCA did not suffer any cash 
operating losses during the postwar period. Moreover, the interest paid the 
Canadian National Railway Co. on invested capital represents a substantial 
percentage of TCA’s net loss in 1950. 

Under the Trans-Canadian Air Lines Act of 1937, and as amended, the net 
operating deficits of the company are met through Parliamentary grants. TCA 
had a surplus of $1,524,686 at December 31, 1945. Accordingly, the company’s 
1946 deficit, in addition to the interest paid on invested capital, was charged 
directly to surplus. As $255,061 remained in surplus at the 1946 year-end, only 
$1,369,678 of the 1947 deficit of $1,624,740 was charged and paid directly by 
the Government. 

TCA operated the trans-Atlantic air service for the account of the Canadian 
Government until May 1, 1947, when it assumed direct responsibility and control 
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over this activity. The accounts of the trans-Atlantic service prior to May 1, 
1947, are not segregated, and published reports do not reveal the financial basis 
under which TCA conducted this operation. As the accounts of the trans- 
Atlantic service prior to May 1, 1947, are comingled with TCA’s domestic oper- 
ations, there is no way of establishing the degree of profitability experienced in 
the oversea activity prior to that time. 
The trans-Atlantic service operated by TCA showed the following results after 
May 1, 1947: 
Net profit (+-) or loss ( 
+ $136, 303 
— 1, 750, 218 
— 2, 898, 149 
—1, 526, 412 
1 From May 1, 1947, to Dec. 31, 1947. 


The company’s operations to Bermuda and to the Caribbean did not begin until 
May 1 and December 2, 1948, respectively, and are included in the above results 
for the trans-Atlantic service. 


MAIL PAYMENTS 


During TCA’s initial period of operations, provision was made for substantial 
support to the airline through mail payments. The trans-Canada Act of 1937 
provided, in effect, for the Canadian Postmaster General to pay TCA mail 
compensation at a rate sufficient to assure profitable operations, This same 
policy, while modified in degree during 1940 and 1941, retained the same principle 
until April 1, 1946. Payment was made on a “revenue plane-miles flown’’ basis. 

Effective April 1, 1946, the Post Office Department established a pound-mile 
basis for determining mail pay to TCA. The impact of this new method is 
obvious in the company’s assertion that air-mail revenues were $2,000,000 less 
during 1946 as a result of this change of approach. 

On July 1, 1948, an “‘all-up”’ mail plan was instituted with TCA being reim- 
bursed at a fixed monthly rate of $450,000. This was believed to show an initial 
return of about $2 per ton-mile as the unit rate. TCA was displeased with this 
arrangement and pressed for reconsideration of this method. Earlier this vear 


& new contract was negotiated on a sliding seale. Details of this new contract 
are as follows: 


Monthly Payment per 
Ton-miles payment ton-mile 





January rn ™ 350, 000 $460, 000 $1.31 
February 375, 000 | 467, 000 1, 25 
soe aed June, July, September. -_...............-- 4 425, 000 480, 000 1.13 
oO 


450, 000 | 487, 000 1.08 





These figures are a minimum, and any average is paid for at the agreed ton-mile 
rate for the period. It is presumed that the former fixed monthly rate of $450,000 
would remain for the months not indicated above. 

The consolidated historical record of TCA shows the following relationship of 
mail to total revenues: 
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Solely on the international operations as represented by the Atlantic service, 
the relationship of mail to total revenues has been as follows: 





‘ fa 1g | Percent mail 

Year oo Total revenue | Mail revenues to total 
BE Oe sina sin owls siceucepowes rode snilins Saisin siebiebianaeils $5, 483, 298 $735, 013 13.4 
iia aa icles Ciba in dc liinaried nb aallicde obs pit hiubeinme td 10, 861, 110 1, 109, 732 10.3 
Re alana eudasesanbitetdsnes kuaas oa becog ceed 10, 222, 387 1, 178, 653 11.4 
Paige 50k. OS SL Aaa skeet 8 


, 344, 815 | 1. 177, 428 14.1 








1 From May | to Dec. 31, 1947, 


TCA’s trans-border routes (aside from Tampa which is a part of the Caribbean 
service) are part of the domestic company and mail pay for these routes since 1946 
per mail ton-mile has been as follows: 1946, $3.12; 1947, $2.98; 1948, $2.03; 1949, 
$1.58; 1950, $1.48. 

TCA’s two international routes are paid at different rates. The North Atlantic 
service receives $4.83 per ton-mile and the Bermuda-Caribbean is compensated 
at the Universal Postal Union rate of 6 gold francs per ton-kilometer ($0.00143) 
per pound-mile. 

The average mail pay received for 1949 and 1950 on the international operations 
came to $2.91 per ton-mile. On this premise, there appears to be little if any 
subsidy support in the mail pay received by TCA for its international services. 


GOVERNMENT AID 


1. Direct subsidy.—As indicated above under ‘‘Earnings,’’ all deficit operations 
of TCA are directly paid by the Government through parliamentary grants. 
While the 1946 loss of $1,115,256 was charged to surplus, this amount, in a sense, 
was provided by the earnings of previous years made possible by high subsidy 
mail payments received from the Government. (Mail pay in the postwar period 
appears to have contained little subsidy to TCA.) 

rom the period 1946 through 1950, inclusive, the cumulative net loss sustained 
by TCA aggregated $11,316,029. This deficit includes $2,199,214 representing a 
3 percent interest charge on invested capital paid to the Canadian National 
Railway Co. This 3 percent rate is the same the railway company pays the 
Government for advances it receives from the Government. 

2. Loan of equipment.—As previously indicated, to start its trans-Atlantic 
service in April 1947, TCA received the loan of six unpressurized DC—4M’s from 
the ao without any rental fee. The planes were returned to the RCAF late 
in 1947, 

Insofar as the Canadair facility was made available for commercial production 
at a substantial reduction in price, an indirect subsidy to TCA may be present in 
that a lower price per aircraft for the North Stars resulted. The Canadair plant, 
complete with tools and equipment, was estimated at having a total original cost 
of some $22 million. The Electric Boat Co. purchased the plant at around $4 
million and received all the tools and equipment as a bonus without charge. 

The Canadian Government does not release any statements which reveal the 
amount of money allocated for the development of civilian transport aircraft. 
It may be assumed, however, that funds devoted toward military aircraft develop- 
ment may find some technical application in favoring commercial aviation. 

As far as can be ascertained, Canadair is now working on military aircraft types 
almost exclusively. It is known, however, that Canadair officials have explored 
with TCA the possibility of producing advanced types suitable for that airline’s 
international and continental services. 

Jet transports are being developed by A. V. Roe of Toronto, a subsidiary of 
A. V. Roe of England, a member of the Hawkley-Siddely group. A. V. Roe of 
Toronto, with considerable Government help, has been very active in developing 
jet military and commercial types of aircraft. The entire development cost of 
the CF-100, a twin-engine fighter, and the Orenda engine have been financed by 
the Government. To date, development costs have reached $6,834,946 for the 
CF-100 and $21,467,686 for the Orenda engine. For 1951 budget allocations 
have been made to the extent of $9,350,000 for airframes and engines and $36,500 
for equipment. 
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In the development of Avro’s Jetliner prototype, 75 percent of the costs have 
been met by the Government. The tonal coi in this instance are not available 
but are known to be substantial. The Jetliner was intended as a replacement for 
TCA’s domestic fleet but the airline has thus far resisted all pressures to contract 
for this aircraft. - It is reported that unless "TCA changes its mind or foreign 
orders are received, the Jetliner project may be abandoned. Very little work is 
Br being done on this prototype at present. 

4. Airports and relate facilities. —While Canada’s airports and air navigational 
facilities are open to all = carriers without preferential treatment, the Canadian 
airlines are the chief beneficiaries of these installations. The construction and 
maintenace of these facilities has been conducted by the Government and may 
represent a form of hidden subsidy. For Canada as a whole, the following budget 
authorizations and expenditures have been made for the specified purposes; 


Airways and airports construc- 
tion and improvements in- 
eluding civil aviation and 
radio equipment 


Budgeted Spent 


8, 747, 132 


1 Fiscal years ending Mar. 31. 


5. Special services.—During 1948, TCA flew 175 westbound charter flights 
carrying more than 6,000 immigrants under contract first with the Ontario Prov- 
ince and later with the Canadian Government. It is presumed that most of 
the charter revenues of $2,146,917, or 20 percent of the international division’s 
total revenues came from this particular activity. In 1949 and 1950, when this 
program was no longer in force, charter income dropped to $879,191 and $98,356 
respectively. While TCA officials have disclaimed any subsidy in this charter 
operation, other reliable sources believe that the airline received indirect aid 
through this scheme. The extent of any such subsidy is difficult to measure. 

In December 1950 the Government entered into a revised air immigration con- 
tract with TCA. In this instance the Government has guaranteed to pay the 
ee between $160 and the full one-way fare between London and Montreal 

$375. It is reliable reported that for the first 6 months of 1951, about 3,000 
Sipiieaeas were brought to Canada under this arrangement. 

6. Supplementary services —In the past, a number of functions were reported 
as being performed for TCA by its parent, the Canadian National Railway Co. 
This included the services of the purchasing department, medical organizations 
and many other activities which are not operational in nature. Were it not for 
these services, the personnel of Trans-Canada would have been much larger at 
the outset. The airline, however, paid the Canadian National Railroad for all 
such services performed. During 1942, these payments totaled $31,300 and 
were represented to save the air carrier between $60,000 to $75,000. Reliable 
reports indicate that TCA now performs most of these functions on its own. 

Every Canadian National Railroad ticket office also sells tickets for Trans- 
Canadian Air Lines. The railroad receives a 5 percent commission on all such 
tickets sold. While such commissions are not included in the savings previously 
indicated, this arrangement definitely gives the airline more extensive traffic 
solicitation facilities without the attendant expense. 

7. Foreign exchange control—The Foreign Exchange Control Board permits 
the conversion of Canadian dollars to other currencies to purchase transportation 
on other than a Canadian carrier where the journey originates at a point in Canada 
and there are no gaps for which transportation is not sold in Canada. However, 
persons desiring to purchase transportation of a type not covered by the board’s 
existing regulations may apply for authority to do so. Where approval in 
principal is given, appropriate authority will be issued to enable the purchaser to 
obtain the necessary foreign exchange or, alternatively, authority may be issued 


to the agency selling the tickets or services to do so against receipt of Canadian 
dollars. 
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Special consessions have been made to permit a Canadian resident to purchase 
transportation on behalf of another individual who is traveling to Canada to 
take up permanent residence. This payment must be accompanied by proof 
that the individual concerned has a permit to enter Canada as a landed immigrant. 

These’ conditions have the effect of limiting the amount of foreign exchange 
that can be applied for travel on other than Canadian carriers. 


PRINCIPAL SOURCES USED 


Annual reports of TCA: Altschul, Civil Aeronautics Board report, June 1943; 
United States Canada Airways Cooperation; United States Department of 
State, unclassified files; periodical files, air travel guides. 





APPENDIX A 
Foreicn Air CARRIER PERMIT 


Trans-Canada Air Lines is hereby authorized, subject to the provisions herein- 
after set forth, the provisions of the Civil Aeronautics Act of 1938, as amended, 
and the orders, rules, and regulations issued thereunder, to engage in foreign air 
transportation with respect to persons, property, and mail, as follows: Between 
the terminal point Halifax, Nova Scotia, Canada, the intermediate points, St. 
John, New Brunswick, and Yarmouth, Nova Scotia, Canada, and the terminal 
point, Boston, Mass. 

The holder hereof shall conform to the airworthiness and airman competency 
requiréments prescribed by the Government of Canada for Canadian international 
air service. 

This permit, as amended, shall be subject to all applicable provisions of any 
treaty, convention, or agreement affecting international air transportation to 
which the United States and Canada shall be parties, now in effect, or that may 
become effective during the period this permit remains in effect. 

This permit, as ot may be revoked by the Board at any time if the 
holder permits operations authorized herein to be conducted by any person 
other than the holder without first obtaining approval by the Board. 

The exercise of the privileges granted hereby shall be subject to such reasonable 
terms, conditions, and limitations required by the public interest as may from 
time to time be prescribed by the Board. 

This permit, as amended, shall be effective from the date of its approval by the 
President of the United States. Unless otherwise terminated at an earlier date 
pursuant to the terms of any applicable treaty, convention, or agreement, this 
permit shall terminate (1) upon the effective date of any treaty, convention, or 
agreement, or amendment thereto, which shall have the effect of eliminating the 
route hereby authorized from the routes which may be operated by airlines 
designated by Canada, or (2) upon the effective date of any permit granted by the 
Board to any other carrier designated by the Government of Canada in lieu of the 
holder hereof, or (3) upon the termination or expiration of the bilateral air trans- 
port agreement between the Government of the United States and the Government 
of Canada, effective February 19, 1945, as amended by an exchange of notes 
between the said Governments effective April 12, 1947: Provided, however, That 
if, prior to the occurrence of the event specified in clause (3) of this permit, as 
amended, the operation of the foreign air transportation herein authorized becomes 
the subject of any treaty, convention, or agreement to which the United States 
and Canada are or shall have become parties, then and in that event, this permit, 
as amended, is continued in effect during the period provided in such treaty, 
convention, or agreement. 

In witness whereof, the Civil Aeronautics Board has caused this permit, as 
amended, to be executed by its Acting Chairman and the seal of the Board to be 
affixed hereto, attested by the Secretary of the Board, on the 13th day of February 
1948. 

Approved: Harry 8. Truman. 

Tue Wuire House, March 18, 1948. 
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APPENDIX B 
Permit ro Foreran Arr CARRIER 


Trans-Canada Air Lines is hereby authorized, subject to the provisions herein- 
after set forth, the provisions of the Civil Aeronautics Act of 1938, as amended, 
and the orders, rules, and regulations issued thereunder, to engage in foreign air 
transportation with respect to persons, property, and mail, as follows: Between 
~- een point Montreal, Quebec, G a, and the terminal point New York, 


The holder hereof shall conform to the airworthiness and airman competency 
requirements prescribed by the Government of Canada for Canadian inter- 
national air service. 

This permit shall be subject to all the applicable provisions of any treaty, 
convention, or agreement affecting international air transportation now in effect, 
or that may become effective during the period this permit remains in effect, to 
which the United States and Canada shall be parties. 

The exercise of the puvieses granted hereby shall be subject to such reasonable 
terms, conditions, and limitations required by the public interest as may from time 
to time be prescribed by the Board. 

This permit shall be effective from the date of its approval by the President of 
the United States. Unless otherwise terminated at an earlier date pursuant to the 
terms of any applicable treaty, convention, or agreement, this permit shall 
terminate (1) upon the effective date of any treaty, convention, or agreement, or 
amendment thereto, which shall have the effect of eliminating the route hereby 
authorized from the routes which may be operated by airlines designated by the 
Government of Canada, or (2) upon the effective date of any permit granted by 
the Board to any other carrier designated by the Government of Canada in lieu 
of the holder thereof, or (3) upon the termination or expiration of the air transport 
agreement between the Government of the United States and the Government of 
Canada, effective June 4, 1949: Provided, however, That if prior to the occurrence 
of the event specified in clause (3) of this permit, the operation of the foreign air 
transportation herein authorized becomes the subject of any treaty, convention, 
or agreement to which the United States and Canada are or shall have become 
parties, then and in that event, this permit is continued in effect during the period 
provided in such treaty, convention, or agreement. 

In witness whereof, the Civil Aernonautics Board has caused this permit go be 
executed by its Chairman and the seal of the Board to be affixed hereto, attested 
by the Secretary of the Board, on the 14th day of March 1950. 

Approved: 

Harry 8. Truman. 

Tue Waite Hovse, March 29, 1950. 


List of loans authorized and advanced by Export-Import Bank of Washington 
for aviation purposes to foreign countries 
meine #5 
Amount Amount 
authorized Date | disbursed Purpose 


Brazil (Panair do Brazil) ...........-.-. | May 8, 1946 $2, 275, 500 | Aircraft and equip- 
° ment. 

Ecuador , 000, July 19, 1951 |........-..- Do. 

: ; L June 22, 1950 72, 268 Do. 

Indonesia ‘ , 085, Nov. 30, 1950 |.......-.-.--- Do. 

Aug. 3, 1950 685, 765 | Airport and aircraft 

to equipment. 

May 31, 1951 

Ang. 3,1950 570,321 | Airport facilities. 

Feb. 15, 1950 500, 900 ae and equip- 

ment. 

Mar. 21, 1945 3, 053, 216 | Aireraft. 

June 19, 1948 2, 155, 000 Do. 

Sept. 11, 1945 2, 601,000 | Airport equipment. 


Feb. 13, 1946 2 671,843 | Aircraft and equip- 
ment. 

Mar. 21, 1945 2 $99, 137 Do. 

Mexico e : Feb. 20, 1946 2 671, 000 Do, 
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1 KLM loan guaranteed by Kingdom, 
2 Loan completely repaid. 


Source: Export-Import Bank of Washington, August 14, 1951. 
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CoMMENTARY ON Economic CooPpeRATION ADMINISTRATION FINANCIAL AsSIST- 
ANCES FOR AVIATION DEVELOPMENT TO SELECTED ERP Countries 


The attached table A summarizes the aviation development made possible by 
the ECA to ERP countries from April 3, 1948, to March 31, 1951. This data is 
derived from information submitted by the ECA. It can be seen that France 
and the Netherlands obtained more than 93 percent of the total aviation procure- 
ment authorizations. France alone accounted for 59 percent of the total. 

Total paid shipments equaled only 79.5 percent of the procurement authoriza- 
tions during this period. Of the total paid shipments, France accounted for 
56 percent while the Netherlands took some 36.4 percent. 

able B summarizes the amount of certain ECA dollar financing extended to 
French aviation interests. This identifies ECA dollar financing with individual 
companies from the information supplied by ECA. Air France received more 
than 43.5 percent, or $7,125,000 of the total $16,436,000 shown for the French. 

We are advised by ECA that in respect to Belgium, Denmark, the Netherlands, 
and the Scandinavian countries no 95 percent counterpart ‘funds have been 
released for loans or grants to airlines for airport development. In France a loan 
of 500 million frances ($1,450,000) from counterpart funds was made to Aeroport 
de Paris (municipal corporation) in May 1950 for 30 years at 6 percent by Credit: 
Foncier which received funds from Fonds de Modernization. The airport also: 
received an additional 500 million francs from the same source but not from 
counterpart. This billion francs ($2,900,000) has now been fully expended to 
extend runway, increase hangar space, improve lighting and landing facilities, 
etc., at Orly Airport. The French have included 350 million francs ($1,015,000) 
for Orly on the same basis and for the same purposes in their proposed counterpart 
investment program for calendar 1951. 

In addition to the above, 394 million francs ($1,082,600) were used in France 
from the counterpart funds for reconstruction of war-damaged plants of 17 air- 
plane and parts manufacturers. Reconstruction payments are all in the form 
of grants. 

e are further advised by ECA that its missions abroad have very limited 
data on the application of counterpart funds for aviation development within the 
countries themselves. The ECA does state, however, that the information 
received in response to our query, indicate that no counterpart financing to 
airlines has taken place. Counterpart financing for airport construction is known 
to have been accomplished. It is not known if other airport construction has 
been done with ECA counterpart funds in addition to the cases above cited. 

Avcust 10, 1951. 


Taste A.—Economic Cooperation Administration procurement authorizations and 


paid shipments of aircraft, engines, and parts to selected ERP countries Apr. 3, 
1948, to Mar. 31, 1951 


Paid shipments 


Procure- | — 
ment | 





authoriza- 


Source: Economic Cooperation Administration, 





| Complete 


| 

$3, 390, 000 | 

858, 000 | 
39, 017, 000 
25, 417, 000 
871, 000 


aircraft 


$1, 613, 000 


Aircraft 
engines 
| 
sories 


$446, 000 


841, 000 | 


9, 544, 000 
10, 400, 000 


822, 000 | 


“gaan, o00 | 


"43, 433, 000 
7, 650, 000 
27, 000 


21, 565, 000 


and acces- | 


9, 000 9, 000 | 





Aircraft 
parts and 
miscel- 
laneous 


$1, 331, 000 
16, 000 

16, 040, 000 
7, 367, 00 

21, 000 

45, 000 


24, 820, 000 
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Tas_e B.—Economic Cooperation Administration identified dollar assistance to 
French aviation interests, Apr. 8, 1948, to Mar. 31, 1951 


Total procure- 
French recipient Dollar finane- 


ment authori- 
ing approved eation 


Source: Economic Cooperation Administration. 
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SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 


The following is an interim report on separation of air-mail pay from subsidy 
submitted to the Committee on Appropriations by Mr. Johnson of Colorado,, 
chairman of the Committee on Interstate and Foreign Commerce. 


To: Senate Appropriations Committee. 


Subject: Interim report on separation of air-mail pay from subsidy. 

You will recall that during the closing week of the last session, thc Senate 
Appropriations Committee expressed grave concern over the failure « the Civil 
Aeronautics Board to divorce compensatory mail pay from subsidy » .u indicated 
an intention to appoint a subcommittee to conduct an immediate investigation 
of the whole matter. 

In my discussion with Senators McKellar, Ferguson, Langer, and Wherry on 
the floor at that time, I advised you that the Interstate and Foreign Commerce 
Committee had been studying intensely the administration of the air-mail subsidy 
provisions of the Civil Aeronautics Act of 1938, and that I would report the 
results of our investigation to you. At that time I said: 

“Mr. President, I should like to say that we shall have some very interesting and 
important information for the Appropriations Committee when we return in 
January. We have explored the subject at great length and shall continue to do 
so. We shall have an interesting report for you * * * We are finding out 
all we can about the operation of our air lines and why it is that the Treasury 
has to pay out $125,000,000 a vear to them. The amount is increasing rapidly. 
We want to learn to what extent the air lines can operate with only compensatory 
mail pay * * * Also we are trying to find out how much of the postal pay 
is compensatory pay, how much of it is subsidy, and why.” 

Furthermore, the Interstate and Foreign Commerce Committee, the Senate 


Appropriations Committee, the Post Office Committee, and several committees 
of the House, have been concerned over the increasing demands for deficiency 
appropriations to cover higher mail pay authorized by the Civil Aeronautics 
Board. 

The increasing air-mail pay to all air carriers in recent years is given in the 
following tables, on a fiscal and calendar year basis: 


Total mail Average yield per mail ton-mile 
payments, 
domestic, 
international, 16 United 
feeder, and domestic Feeder States in- 
Territorial ! trunk ternational 





— 


$17. 22 
38. 75 
41. 65 | 
28. 44 | 


SO a3 
one a 


- 64 | 28. 16 
. 89 41. 04 
1.27 32. 88 
1,10 29. 06 


pepe pepe 


—_-- 





1 Mail payments reflect retroactive adjustments resulting from CAB mail rate orders issued and accepted 
through Mar, 31, 1950, 
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Breakdown of mail payments among various CAB classes of carriers for each fiscal 
and calendar year 


Fiscal year— 
1948 1949 


Domestic trunks $37, 713, 000 $47, 631, 000 


> 9, 719, 000 12, 795, 000 
United States international 44, 708, 000 51, 426, 000 


Territorial carri 000 227, 000 
Alaska carriers 1,560, 000 


113, 639, 000 
Calendar year— 
1948 


Domestic trunks | $47, 
Feeder lines ll, 
50, 

1, 


000 
000 


United States international 
Territorial carriers 


1 
Alaska carriers... 


000 
000 
000 
112, 174, 000 


Included in the 1949 figures are $30,000,000 in retroactive air-mail payments 
which was awarded the carriers during the year ending September 30, 1949, as 
applicable to periods prior to this 12-month period. Nbssover these amourts 
may be increased for each of these years since the CAB hes a large backlog of 
undisposed mail-rate cases applicable to prior years. Petitions of 12 trunk lines, 
20 feeder lines and all 12 international carriers are pending which seek substantial 
mail pay increases for mail already carried. 

Mr. Chairman, today I am making the report which I promised you on the floor. 
It is my hope that it may be of some value to you. 

Since the war there has been tremendous advance and expansion in the airline 
industry. The increase in plane-miles flown, coupled with the larger capacity of 
aircraft since 1945 has resulted in a 100-percent increase in revenue passenger- 
miles flown and in air cargo carried; threefold increase in seat-miles available; 
and since 1946, the industry has had a 25-percent increase in mail ton-miles. 
Last year the domestic air lines estimate they carried over 40 percent of all first- 
class intercity passengers. 

Notwithstanding this expansion of the air lines in 1949, the railroads, power- 
boats, and highway star routes handled 98.6 percent of the ton-miles of all classes 
of domestic mail, This was done at a cost of 8.9 cents per ton-mile, while the air 
lines hauled only 1.4 percent of the ton-miles of all domestic mail at an average 
cost of $1.47 per ton-mile ($1.17 for trunk carriers and $28.44 for feeder lines) 
or 18.3 percent of the total amount paid all carriers of domestic mail. From the 
Post Office Ascertainment Report we find that the same surface carriers moved 
77.1 percent of domestic first-class mail at a cost averaging 31.4 cents per ton- 
mile. Ocean vessels receive mail pay on the basis of rates established through the 
Universal Postal Union. Assuming the average haul of mail to be 4,000 statutory 
miles for ocean transportation, receipts of these carriers per ton-mile would be 
17.75 cents for first-class mail and 2.35 cents for fourth elass. 

Section 406 (a) of the Civil Aeronautics Act of 1938, directs the Civil Aero- 
nautics Board to determine “a fair and reasonable rate’? of compensation to 
pay the certificated carriers for carrying air mail, but does not specifically re- 
quire the Board to determine this ‘‘fair and reasonable’’ rate separate and apart 
from the other elements which the act provides that it shall consider in deter- 
mining the total Government support. Section 406 (b) requires the Board to 
—" the over-all financial needs of the carrier for Government support. It 
reads: 

“* * * In determining the rate in each case, the Authority shall take into 
consideration, * * * the need of each such air carrier for compensation for 
the transportation of mail sufficient to insure the performance of such service, 
and, together with all other revenue of the carrier, to enable such air carrier under 
honest, economical, and efficient management, to maintain and continue the 
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development of air transportation to the extent and of the character and quality 
required for the commerce of the United States, the postal service, and the 
national defense.”’ 

Under this provision the CAB has been making mail payments, including 
“need” pay, in lump sums to each carrier. 

In the fiscal year 1949, the Big Four—American, United, TWA, and Eastern, 
which carried three-fourths of the total domestic ton-miles of mail—received an 
average of 71.43 cents per ton-mile. For passengers they received 60.5 cents, 
34.7 cents for express, and only 18.9 cents for air freight. Under a controlling 
CAB minimum cargo rate order the carriers may charge as low as 13% cents per 
ton-mile for shipments of freight in excess of 1,000 ton-miles, and very recently 
the CAB has permitted “directional” minimums as low as 60 percent of the 
minimum rate. For the smaller trunk carriers and the feeder lines the difference 
in the average yield from mail and other classes of traffic is as follows: 


Average revenue per ton-mile 
Fiscal year 1949 anon 7 — 


Passenger | Express | Freight 


| 
. Cents | Cents | Cents 
12’small trunk carriers 16 | 61.0 | 33.6 | 22. 8 
10ffeeder lines . 57.7 37.6 | 29.8 





All of the Government agencies concerned and large segments of the aviation 
industry have recognized the desirability of finding a new way of paying air lines 
for the carriage of mail on a compensatory basis and separating the amount of 
subsidy they must be paid to comply with the direction of Congress in section 
406 (b) to continue the development of air transportation. 

President Truman, in his budget message for 1951, said: 

“The recent rise in total air-mail payments—to an estimated level of about 
$125,000,000 in 1950—has made it increasingly important that the subsidy element 
be separately identified. I recommend, therefore, the immediate enactment of 
legislation to authorize the separation of subsidy payments from mail compensa- 
tion. Such subsidies should be paid from funds appropriated to the Civil Aero- 
nautics Board specifically for that purpose.’ 

Secretary of Commerce Charles Sawyer testified before the House Subcom- 
mittee on Transportation on February 15, 1950, as follows: 

“A separation of subsidy payment to air carriers and payment for carrying air 
mail should be made at the earliest possible moment. * * * Certain diffi- 
culties will be encountered in making studies to ascertain the cost of paying the 
different types of traffic. * * * Congress should decide immediately that 
subsidies and payments for the transportation of air mail are to be separated 
and direct the Board to proceed with its cost studies on the basis of that decision.”’ 

Mr. J. Weldon Jones, Assistant Director of the Bureau of the Budget, testified 
before our committee on April 25, 1949: 

‘“* * * a major part of the total cost, the air-line subsidy is buried in mail 

yment to the carriers, and hence cannot readily be ascertained and evaluated. 
it would be highly desirable that this subsidy be separated from mail pay as soon 
as possible. * * * TrYecognize that there are practical difficulties involved in 
working out this separation. These difficulties may delay the date by which the 
separation can actually be effected. They need not, however, delay acceptance 
of the basic principle that such separation is desirable and should be accomplished 
‘by the earliest possible date.”’ 

Postmaster General Jesse M. Donaldson testified before our committee on 
June 2, 1949, as follows: 

“I have, for the last 4 or 5 years, advocated separating the air mail [pay] and 
subsidy. * * * That would be in the interest of the air carriers. It would 
be a healthy situation for the carriers themselves, and I am for separating the 
subsidy.” 

In spite of the fact that the many witnesses who appeared before our committee 
endorsed separation of subsidy from air-mail payments in principle, the com- 
mittee found no basic agreement within the industry or in the Government as to 
what was meant by air-mail subsidy.or who was being subsidized—the letter 
writer, the passenger, the commodity shipper, the communities served, the Post 
Office Department, the national security, or the air carrier. It is perhaps signifi- 
cant that Webster’s unabridged dictionary, defining ‘‘subsidy,”’ gives air-mail 
payments as an example of what a subsidy really is. 
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The postwar record sugzests mismanagement during the airlines wild and un-- 
controlled expansion in 1945, 1946, and 1947. From the testimony received by 
the committee, there is no doubt that the shoe of manavement inefficiency fitted 
many airlines during that hectic period. However, the drastic personnel retrench- 
ments and increased operational efficiency by them which has occurred during the 
past 3 years is proof of what can be done when something must be done, The in- 
creased operating efficiency of the 16 domestic trunk carriers is shown by the de- 
creasing cost available ton-mile from 32.3 cents in 1946 to 29.0 cents in 1949. 

In terms of the “‘need” section of the act, subsidy may be considered the excess 
portion of mail payment over that required by the act to be paid the carriers as a. 
“fair and reasonable rate of compensation for the transportation of mail by air- 
craft,’’ This, however, does not tell how to determine the excess, or what the 
givén amount. may be. How to proeeed to find this “‘excess’’ was not clarified 
either by the CAB or other governmental agencies, as the following excerpts from 
their testimony will indicate: 

Chairman J. J, O'Connell, of the Civil Aeronautics Board, in testifying before 
the committee, April 13, 1949, said: 

‘‘We are not in a position to give an accurate estimate as to the amount of the 
total air-mail pay bill which represents fair compensation for the carriage of the 
mail and that portion that represents subsidy. Such a breakdown is not required 
by the act and demand for it has arisen during a time when our staff was strugzling 
to reduce the mail-rate docket.” 

Chairman J. J. O’Connell, of the CAB, in a letter to me on May 4, 1949, said: 

“The difficult and highly technical problems involved in developing methods of 
expense allocation between mail pay and subsidy make it imperative, in our view, 
to explore the entire question thoroughly before action is taken in this field.” 

J. Weldon Jones, Assistant Director, Bureau of the Budget, testified on April 
29, 1949: 

‘“As you know, not all of this mail-pay figure can be considered subsidy to the 
airlines, since part would represent a fair and reasonable payment for the cost 
of handling the mail. While the breakdown between such cost and the subsidy 
element is not available, it seems reasonably elear that the subsidy is a very large 
percentage of the total, probably well over one-half.” 

Jesse Donaldson, Postmaster General, revealed his views as to the question of 
subsidy when he stated to our committee on June 3, 1949: 

“The total cost for both domestic and foreign air mail this year—and when I say 
‘total cost’ I mean cost to the carriers—is, in round numbers, about $120,000,000, 
and by the highest stretch of the imasination you could not presume to state that. 
the subsidy would be more than half of that, if that much.” 

Again, in testifying befere the Transportation Subcommittee of the House, 
Mr. O’Connell said, on February 15, 1950: 

“T do not believe that I need discuss at leneth the technical difficulties involved 
in making an equitable separation between mail pay and subsidy. These difficul- 
ties have been recoznized by a number of independent, impartial zroups.”’ 

As long ago as March 23, 1949, Chairman O’Connell, in a speech, asserted 
that the CAB’s failure to separate the subsidy element deprived airline manage- 
ment of normal and needed inducements to operate within the limits of its revenue; 
i. e., cost-plus mail rates to cover commercial traffic losses deprive airline manage- 
ment of the fear of bankruptcy and thus the most impelling motive to act with 
ordinary business acumen. 

In view of this recognition of the problem by the chairman of the expert 
administrative agency created by Congress in this field, our committee expected 
oresighted leadership in the solution of the subsidy question. We have been 
bitterly disappointed. In commenting on 8. 2437, which I introduced on August 
15, 1949, to require the separation of subsidy. from airmail payments on the- 
domestic field, the CAB made it clear that it could not assist the committee any 
further in developing the techniques and methods to be employed in effecting 
the separation of air-mail subsidy. On August 26, 1949, Chairman O’Connell 
wrote me: 

“T do not believe that we would be justified in neglecting these existing obli¢a- 
tions [under the Civil Aeronautics Act] for the sake of working on the studies 
and necessary preparation for amending legislation, except upon a specific con- 
gressional directive and with funds appropriated for such purpose.” 

At onetime the Board insisted that it should be given $600,000 supplemental 
appropriation to make a thorough investigation of the difficult problem. 

n the meantime, the staff of the Senate Committee on Interstate and Foreign 
Commerce has made an intensive analysis of the subsidy separation problem... 
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Also wé employed Ernst & Ernst, an outside independent nationally known firm of 

accounts and management consultants, to provide the committee with an analysis 
of the standards and techniques that might be used in actually separating subsidy 
from mail pay and to make a limited pilot survey of the techniques involved in 
separating subsidy from air-mail pay which would be based upon a limited fixed 
survey of airline operations and costs. 

Ernst & Ernst gave a great deal of time and consideration to the various 
problems and submitted to the committee a most helpful and provocative report 
as of February 1, 1950. The committee has studied this report painstakingly and 
has asked each certificated carrier and interested Government agency to comment 
on its proposals of separation procedure, However, 3 months have elapsed and the 
‘CAB has not responded, and most carriers have declined to give us any expression. 

It was understood that Ernst & Ernst, in this pilot study, would not make a 
precise separation of earned mail pay from subsidy for the entire industry but 
wuld develop primarily a program for the committee’s consideration at a cost 
not to exceed $10,000. It was hoped that they could demonstrate the feasibility 
-of their program by applying it to a specific competitive route, such as Washington 
to Chicago. Unfortunately, Ernst & Ernst insisted this was impractical as it 
would involve technical cost studies which would have to be made before the 
program could be applied to any route or station.The Ernst & Ernst report has 
‘been helpful, however, in understanding the relationship of the passenger-fare 
‘structure to the financially self-sufficient airlines. 

In our hearings, time after time an airline witness emphasized that, if his com- 
pany were receiving a subsidy, it was due to the number of small cities which it 
was required to serve under its certificate of public convenience and necessity. 
‘Throughout the hearing this theme was sung in unison by the Air Transport 
Association and by the domestic carriers to justify the failure of the airlines to 
have achieved self-sufficiency or at least to have realized larger net earnings before 
mail pay. This argument was used effectively to show why the nonscheduled 
lines could operate at a profit without subsidy. 

In answering Mr. Fishgrund, a spokesman for the irregular carriers who kept 
-emphasizing that the irregulars aaa offer a new service at low rates which was 


not being provided by the certificated carriers, Mr. Ramspeck, executive vice 
president of the Air Transport Association, stated: 

“There is no question in anybody’s mind but that an airline carrying only long- 
haul business and serving only a few high-volume points can operate in the black 


without subsidy. * * * Here is a graphic example of the problem which is 
faced by the common carrier by air. Out of the best 365 stations on the airline 
map, 182, or nearly half, do not generate enough revenue to meet the expense of 
maintaining the stations.” 

Mr. W. A. Patterson, president of United Air Lines, stated: 

“We have estimated that in 1949 our 39 DC-—6 airplanes, serving 20 cities, will 
generate 67 percent of our operating revenues and incur 51 percent of our oper- 
ating expenses on a fully allocated basis.” 

Mr. Patterson was asked abou the following quotation from the address given 
py him on October 27, 1948, before the Iowa Bankers Association, Des Moines, 

owa: 

“For example, we serve 38 small cities on the United Air Lines System. Those 
38 cities provide us with 8 percent of our total revenue. However, it is necessary 
that 40 percent of our mileage be flown to acquire the 8 percent.” 

The president of Delta Air Lines, Mr. C. E. Woolman, gave additional support 
to this theme when he stated: 

“Senator, I put in this testimony our January experience because I thought 
it was illustrative of just the basic problem of the industry, that we can operate 
quite economically between big centers where the load factors are high, and where 
you can use efficient, modern equipment. But when you get to serving these 
many cities that do not justify big equipment, then your costs run up; Just as 
our 6’s made us a good profit in the peak of our Florida season, and the DC—4’s 
made us a modest profit, the DC-3’s serving the local services lost most of what 
we made elsewhere, and that is a very serious problem.” 

Capt. Eddie Rickenbacker said: 

r “For example, out of the 76 cities served by Eastern in 1948, 41 lost money—a 
total over $450,000. If the effort Eastern spent in these 41 cities had been applied 
at the other 35 eastern cities, I am certain Eastern’s profits would have been 
doubled what they actually were.” 

Mr. Six, president of Continental Air Lines, said: 

“T think it is significant that 8 of the 27 cities served by Continental account for 
80 percent of its passenger revenues. The other 19 average approximately 1 per- 
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cent each. It is this latter group of cities which require subsidy in order to have 
the benefits of air service. If they were wiped off the airline map, I feel confident 
that the 8 cities producing 80 percent of Continental’s business could support: 
themselves.” 

The concentration of commercial airline traffic over a relatively few routes 
between a few large cities has been emphasized time and again in the semi- 
annual CAB airline traffic surveys. These are based on an actual passenger- 
ticket count taken in March and September. In the first postwar survey in 
September 1946, the staff reported to the CAB: 

‘“‘A lion’s share of total domestic air passenger traffic has characteristically been 
contributed by relatively few stations. As shown in the following table, during 
September 1946 over one-third of the number of passengers were originated and 
terminated at five stations, representing less than 2 percent of all stations operat- 
ing. More than two-thirds of the passengers were generated by the leading 25 
stations, representing 9 percent of all stations. The concentration was even 
greater in terms of passenger-miles. The 5 highest-ranking stations accounted 
for two-fifths of the total, and the 25 top stations accounted for almost three- 
quarters of all domestic air travel. The lowest-ranking 125 stations produced 
only 3 percent of the total.” 

The latest published survey (September 1948) continues to report that “a 
relatively great volume of the total air traffic was generated by a small number 
of stations.” Out of 482 cities, I find that almost 50 percent of all the domestic 

assengers carried during the fiscal year 1949 were enplaned at only 12 cities, 

hese cities are New York, Chicago, Los Angeles, Boston, Detroit, Pittsburgh, 
San Francisco, Cleveland, Washington, Atlanta, Dallas, and Miami. Out of a 
total of 13,916,572 revenue passengers carried these cities enplaned 6,881,341. 

Although a careful reading of the testimony before the committee reveals some 
very wide differences within the industry itself, agreement was general that air- 
lines carrying only a long-haul business and servicing only a few high-density 
points could operate profitably without subsidy; or, to put it another way, that 
the certificate requirement compelling the airlines to serve a large number of 
small stations, or to carry predominantly short-haul traffic absorbed most of 
the profits earned in the long-haul high-density business and was the basic 
reason why subsidy was required. 

The CAB recently acknowledged this as the fundamental nature of airline 
subsidy on February 15, 1950, in Chairman O’Connell’s testimony before the 
House Subcommittee on Transpertation: 

“Although paid to the carriers, this subsidy is not intended to aggrandize their 
profits; rather, it is paid to them so that they will be financially able to provide 
service to communities and localities which might not be able commercially, at 
least at the outset, to support such service or to operate a volume of service 
which initially may be in excess of the commercial demand for air transporta- 
tion. * * * This suggests the first, and perhaps most fundamental, objective 
of separating the mail compensation from subsidy, namely, to obtain a measure 
of the extent of commercial self-sufficiency in our air transportation system and 
of the various component parts of that system, or conversely to obtain a reason- 
ably accurate judgment of the amount and location of necessary Government 
support for airline operations.” 

A pending proceeding will illustrate the important relation of the community 
to the eatt-eutliciency of the individual carrier. Philadelphia is named as one of 
the western coterminals for the trans-Atlantic operations of the three United 
States international airlines—Pan American, TWA, and American Overseas. 
These carriers are desirous of suspending service temporarily from Philadelphia, 
and the city of Philadelphia has complained to the Civil Aeronautics Board. 
At a CAB prehearing conference on March 21, 1950, the city of Philadelphia 
and commercial shippers contended that suspension of trans-Atlantic service 
from Philadelphia was adverse to the public interest. On the other hand, the 
carriers contended that “apart from considerations of national interest and 
national defense, trans-Atlantic service to and from Philadelphia is not economical 
on the basis of foreseeable traffic potentials.”” However, the carriers conceded, 
and this is important, “that if the Federal Government: would be willing to 
underwrite with mail pay, the loss which would be incurred, they would be willing 
ee trans-Atlantic service to Philadelphia.” 

cite this instance as it is typical of what can occur with respect to a large num- 
ber of communities now being served by both domestic truck and feeder carriers. 
The community has a genuine need for air service and the carrier, which is trying 
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to do an economic and efficient job with as little Government subsidy as possible, 
sees that demands of this kind will forever preclude it from reaching financial 
self-sufficiency. : Z 

The ‘“‘need” is clearly not a subsidy to the airline, which is merely rendering a 
public service for a fair return, but goes to the passengers, shippers, and air- 
mail patrons of the communities the airline serves. If management economy and 
efficiency are attained the subsidy rests squarely upon the community whose 
revenues are insufficient to pay the cost of airline service. 

It is my considered opinion that a just method should and can be devised to pay 
fair compensation for the carriage of mail, and that all Government support over 
and above that amount should be charged on the airlines’ books to the various 
communities served as subsidy. As now reported to the Board, about half of 
airline expenses may be assigned directly to the communities. Additional ex- 
pense items may well be similarly assigned. The remaining expenses, including 
a portion of flight, maintenance, and administrative expenses, should be allocated 
to the communities on a route or system standard. The manner in which and the 
extent to which these common expenses are allocated to communities may pro- 
duce substantial differences in the subsidy to be charged individual communities. 
Flight expenses, in particular, are associated with route segments, type of air- 
craft, flight schedules, grounding expenses, and possibly special postal require- 
ments. 

Inasmuch as an airline is certificated to render common-carrier service to each and 
every city designated in its certificates of public convenience and necessity, it is 
believed that, for purposes of assessing Government subsidy to the communities, 
the airline should be considered as an operating system and each community should 
be charged some share of all major expense accounts. It is recognized that the 
sum of the saving in expenses which would result if each community were indivi- 
dually analyzed would not equal the total subsidy required to operate the airline 
as a going system. But since the airline is operated in its entirety and some 
amount of subsidy is required, it should be spread fairly to each community 
served that contributes to the need. The studies made by the committee in- 
dicate that the unproductive stations which should properly bear a share of the 
subsidy is generally over two-thirds and sometimes nearly all of the stations of 
the entire system. 

While our whole air transport system is of undisputed importance to the national 
defense, Under Secretary of Defense Stephen J. Early reported to our committee 
on January 30, 1950, that after months of careful study the Department of De- 
fense considered it impracticable to segregate the dollar amount of subsidy in air- 
mail pay attributable to national defense, and that even if it could do so, the 
Department would not be justified in underwriting airline subsidies alone. I 
quote from Secretary Early’s significant testimony: 

“To the extent that these [mail] subsidies assist in keeping commercial airlines 
in a solvent condition and result in numbers of aircraft in being, they are advanta- 
geous from a national defense viewpoint. Of course, we also feel that we have 
an obligation to keep in mind that the abilities of railroads, bus lines, trucking 
companies, and the maritime industry are not impaired by virtue of subsidy 
payments to the airlines. * * * The existence of airlift in the commercial 
airlines, by itself, is a national defense asset, but the payment of subsidies for the 
continued existence of airlines on the account of national defense is too intangible 
for us to be able to calculate. * * * There is nothing in the Nation’s econ- 
omy that does not contribute to the national defense. * * * A war could not 
be fought without reliance on the fullest capabilities of the railway transportation 
system in this country. Much the same may be said for the bus lines and the 
truck lines. The American civil aviation industry is like these other components 
of the national economy—indispensable to its welfare and, like the others, to 
its defense. * * * We have given this question of dividing subsidies and 
attempting to fix, in terms of dollars, the amount we think you could justly charge 
the national defense aspects, and we just plead our incompetency on that point.” 

This report is limited to domestic air transportation. In the foreign field addi- 
tional factors become involved—national interest, subsidy policies of foreign gov- 
ernments, security aspects of United States support, and the availability of the 
negotiated Universal Postal Union mail rate for international air mail. During 
our hearings, Mr. Juan Trippe, president of Pan American Airways, urged the 
committee to adopt the UPU rate as the compensatory mai! rate to be paid 
United States flag carriers. This rate represents what the postal authorities are 
willing to pay airlines of other nations for carrying their mail. It is now $2.86 
a ton-mile for intercontinental letter service between gateway ports; $1.43 for 
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shorter European service; and $0.7144 for the carriage of all postal matter other 
than first class. The payment of these rates to United States flag overseas carriers 
would have decreased their total United States mail pay by only about $5,000,000 
for the year ending September 30, 1949. European postal authorities, against 
United States oppbdsition, have urged that the present UPU rates be reduced sub- 
stantially and be related to the passenger fare charzes. 

While it is clear that the advantages of separating subsidy from air-mail pay 
is equally applicable to the international field and should be made, until further 
studiés can be completed, I am withholding specific recommendations regarding 
the subsidy policy concerning United States foreign air transportation. 

It is my proposal as chairman of the Committee on Interstate and Foreign 
Commerce, that subsidy for domestic air transportation should be specifically 
identified and presented to Congress on a community basis. 

I recommend, too, that legislation should be passed at this session of Congress, 
directing the determination by communities of the amount of subsidv required 
to support the airline services presently certificated to each community within 
the United States. 

To demonstrate what I recommend, a complete table of airline community 
subsidies has been prepared to show the Government aid required to support the 
domestic trunk and feeder line services which each community received during 
the fiscal year 1949. The table is based upon limited available public information 
and was developed by employing allocation standards which seemed most reason- 
able under the circumstances. 

Each community was credited with compensatory mail pay allocated in the 
ratio of the tons of mail enplaned, employing 100 pounds as the minimum mail 
load, and 60 cents as the minimum mail ton-mile rate, with a higher rate whenever 
the ton-mile allocation of joint expenses produced a higher amount. This is a 
very generous rate; perhaps too generous. Such liberal compensation should 
insure top priority for the mail. It also recognizes that some of the smaller 
route patterns certificated by the CAB necessitate higher community operating 
costs. The difference between the compensatory mail pay and that authorized 
by the CAB under the “‘need”’ section of the act was accepted as the subsidy to be 
distributed to the communities served on each system. The compensatory rates 
and resulting subsidy for each carrier are shown in the appendix. 

After extended research and consultation with airline and Government officials, 
the committee’s staff developed a tentative station allocation formula for the 
distribution of expenses and nonmail revenue properly assignable to the individual 
‘communities served. The assistance of each airline in accurately applying this 
detailed formula to its smaller revenue-producing stations gave the basic infor- 
mation upon which the table was built. As the formula was applied to only the 
smaller two-thirds of the stations on each system, the staff was unable satisfac- 
torily to allocate all of the subsidy to these stations on some systems. While 
there has been sharp criticism by the carriers as to the validity of this formula, 
the spirit manifested by them in preparing the basic data is salutary of their 
desire to find what communities are actually being served at a loss. 

While the amount of subsidy shown by the table for each city cannot be con- 
sidered accurate to a satisfactory degree, it is believed, nevertheless, that the 
allocation in the table is sufficiently accurate to justify its inclusion in this report 
for demonstrative purposes and as a point of departure for further study. 

In order to perfect the data to absolute accuracy, a staff of competent engineers 
and accountants would be required to make field studies and cost analyses of 
airline operations. An accurate and detailed analysis, which is required before 
either the compensatory mail rates for separate routes or systems of the allocation 
formula of expenses to communities, are promulgated, will be both complex and 
difficult because of the characteristics of airline operations and because of the 
incomplete state of the official accounts presently available. However, if the 
CAB would revamp its system of CAB Uniform Airline Accounts, and if the 
matter were pursued year after year, data could be developed which would be 
dependable to the nth degree. Once the reports from the airline were set up 
properly, it would be relatively simple to maintain and perfect the master plan 
and keep it perfected with a minimum of effort by the CAB. 

The Chairman of the Civil Aeronautics Board in his letter to me of February 
14, 1950, estimated the Board would need $386,000 in addition to the full amount 
of its regular appropriation as approved by the Bureau of the Budget, to accomp- 
lish air-mail separation before July 1, 1951. This program would not provide a 
standard for determining who is being subsidized, nor why, and therefore would 
only accomplish the first step of the proposal I recommended. It would not 
achieve the comprehensive finality contemplated by my proposal to you. I 


AO ID et tI OOO Ot tt 


AA Mri ees 





her 
iers 
000 
mst 
ub- 


pay 
her 
ling 


‘ign 
ally 


ess, 
ired 
thin 


lity 
the 
‘ing 
‘ion 
on- 


the 
nail 
ver 
is a 
yuld 
wller 
ting 
ized 
o be 
ates 


ials, 

the 
jual 
this 
ifor- 

the 
‘fac- 
‘hile 
ula, 
heir 


con- 
the 
port 


leers 
ss of 
fore 
ition 
and 
' the 
the 
' the 
d be 
t up 
plan 


uary 
ount 
»mp- 
ide a 
rould 
| not 
n> I 


SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 883 


repeat, the subsidy ‘‘need’’ is clearly not a subsidy to the airline, which is merely 
rendering a public service for a fair return, but goes to the passengers, shippers, 
and air-mail patrons of the communities the airline serves. 

If the separation of compensatory mail pay and the subsidy were made on the 
community basis, the committees of Congress, the Bureau of the Budget, and 
the Civil Aeronauties Board itself, would have a simple dependable and under- 
standable picture of the over-all problem and the domestic airline program. 
Such a system would indicate when and where mergers should be made and in 
what way they should not be made. It would provide a practical yardstick for 
the extension or abandonment of airline service. 

I believe Congress should insist upon this method of separating the mail pay. 
If that were done, everyone concerned could quit guessing and start planning for 
a better airline service for the United States at a minimum cost. here would 
be some incentive then for airlines to practice efficient operation. No longer 
would they be regarded as a subsidy-ridden industry. Whatever subsidy Con- 
gress voted would be allocated where it rightfully belongs—to the communities 
unable to support the airline service which they receive. 

I most earnestly hope that this committee will adopt the method of separation 
which I suggest. 


Epwin C. JoHNsoN, Chairman. 


APPENDIX 


Summary of compensatory mail rates and allocation of subsidy to communities used 
in table of community airline subsidies 
































Com- | Pounds | 
pensa- | mail Resulting | | Num- 
tory jload in- subsidy Pestion ef | ber |Portion of 
mail | creased| Compensa-) measured onherl iy. |citiesto| subsidy 
rate perjto reach| tory mail |byamount| Sy)" oy which | not allo- 
ton- 100- pay of present t “ties l subsidy cated to 
mile | pound CAB mail| “°““®S | distrib-| cities 
usedin| mini- pay | uted 
table | mum | 
Airline: | 
DL ick ca absdaou tas ME | Ractdne: $5, 531, 200 $200, 165 $200, 165 | 33 | 0 
ek Sn) a einai Shatin dail ea Fc... : 2, 908, 266 312, 427 312, 427 | 33 0 
Ne oi ee oe og Pan ain 5,333,121 | 1, 435, 004 1, 435, 004 34 0 
a OSD ites on 6, 126, 762 1, 643, 990 1, 643, 990 35 | 0 
Ms Se ck cies « . 60 came 616, 167 1, 701, 743 | 937, 735 | 14 | $764, 008 
RRS 2 on bots ca eania'n' na OP eee. 588, 023 4, 392, 392 2, 126, 566 30 | 2, 265, 826 
Chicago & Seuthern.______- Shans] 329, 854 | 1,482,470 | 1,383, 665 | 13 98, 805 
Goi oo ad cives .682 | 46.8 115,056 | 1,110,122 | 1, 110, 122 | 12 |_-__. 
CeO. 6 2S c nc cocce . 67 29.1 196, 730 1, 186, 807 1, 109, 905 | 16 | 76, 902 
ee . f es 558, 992 1,875, 896 | 1, 875, 806 | 23 0 
MC oc. ‘601 | 29 71,380 | "569,108 | "569, 108 | 9 | 0 
Mid-Continent.___..._.._. . 60 22.6 247,762 | 1,054,200 | 1, 054, 200 | 19 | 0 
POM oo ssc cckcsuns (OR Siewss saa 314, 306 1, 164, 836 1, 164, 836 | 19 0 
IR ince ch dakuncomws . 87 48.7 155, 050 1, 429, 122 991, 688 17 437, 434 
NS Pea 6M, Mende ad $i: 1, 409, 853 1, 706, 290 1, 432, 069 | 18 274, 221 
WR anisn toca tecnico. Cain SOE Tethaneipns 256, 764 1, 416, 212 | 625, 993 13 790, 219 
WES 2h cchieanddocumated eat chen ta 124, 750, 286 |'22, 680, 784 17, 973, 369 | 338 | 4, 707, 415 
Feeder lines: | 
CRM 6. oi ccc snaccdc- 1. 549 52, 2 118, 614 952, 102 722, 365 | 9 | 229,737 
ai 1, 204 59.0 66, 151 581, 582 511, 245 | 10 70, 337 
RR i enw 1. 623 68. 2 139, 322 1, 103, 056 | 804, 404 11 298, 652 
END oe wk peensanars 1, 257 76.7 156, 931 1, 077, 564 | 709, 254 | 13 368, 310 
RC ete Pan dius . 046 53.3 183, 327 1, 591, 149 1, 191, 706 | 16 399, 443 
a a . 893 46.5 83, 996 1, 233, 842 965, 892 | 17 | 267,950 
UT eB 2.113 47.7 248, 193 1, 222, 879 906, 995 | 14 | 315, 884 
WEE CONE au. cncec i cgeee 1. 525 79.4 72, 941 743, 557 743, 557 | 10 0 
Wisconsin Central... ...... 3. 287 64.3 152, 521 637, 310 550, 409 | 11 | 86, 901 
“by hide ER eS Race faerie 
I hin ee a alee 2 1, 221, 996 29,143,041 | 7,105,827 | 111 | 2,037, 214 
Total, trunk and feeder | | | | 
III oo ek eve nnictiieetiasbaiecwe~< 25, 972, 282 | 31, 823, 825 25, 079, 196 449 6, 744, 629 





1 Total mail pay to trunk-line carriers, $47,431,070. Includes CAB orders issued through Sept, 15, 1949, 
providing retroactive mail revenues. 

2 Total mail pay to feeder airlines above, $10,365,037. Subsidy provisions were not made for such feeder 
carriers as All American Airways, Bonanza Airlines, Central Airways, Robinson Airlines, Southern Air- 
ways, Turner Airlines, and Wiggins, as they were not operating during the entire fiscal year of 1949. Florida 
a was not included, as the Board terminated its certificate. Los Angeles Helicopter Service is not 
neluded. 
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Airline community subsidies—Cities served by trunk and feeder airlines supported 
by Federal mail pay subsidies during fiscal year 1949 


Alabama: Colorado—C ontinued 
Birmingham $158 Grand Junction 
Dothan : Greeley 
Huntsville Gunnison 
Mobile__- 235 Te MR : 
Montgomery _- --_ -- Monte Vista 
Muscle Shoals -_-_- _- Montrose 
- Pueblo 
Total 494, 000 — — 
geomeieenianicie , 1, 037, 000 
Arizona: ——S ES 
Douglas___- 8, 000 | Connecticut: Hartford __- 
Grand Canyon ; 35, 000 | Delaware: Wilmington ___- 
Prescott 18, 000 Sceteoe 
Winslow _ - 101, 000 | Florida: 
Ce eee ------ 16, 000 Daytona Beach_ -_-__- 
> : Pore ee Vere... cs + 
Total__--.-- Key West 
shee Lakeland 
Arkansas: Marianna 
El Dorado 44, Orlando 
Fort Smith -- i, Panama City 
Hot Springs ----_--- 54, atc. 
Little Rock 297, Tallahassee _______-__ 
Pexarkana , Vero Beach 
3 West Palm Beach _ __- 
Total 
California: = 
Avalon 55, 000 (Secon: 
Bakersfield —. 


: ee ae 
ao Atlanta 


Coalinga _ - ne aa a 
Crescent City Columbus 
El Centro_ - 30, k 


Fort Bragg -------- we 
Fresno 

Long Beach 
Marysville____-___ 
Merced 

Modesto 

CPU ie ea eee 
Palm Springs_-__-_--_- . 
Red Bluff 90, Idaho: 

i SOMO os Ske 

San Luis Obispo_____-_ j ce, CREE 
Santa Barbara ¢ Coeur d’Alene 

Santa Cruz { Gooding. 

Santa Maria_______. . Idaho Falls 

Santa Rosa Pocatello 

Stockton _____ 


Rome 
Savannah 
Valdosta ___ 
Waycross 


Illinois: 
—_—_———— Moline 
Total é Peoria 
SINT os, oc aates Nore 
Colorado: Springfield 

Alamosa. 
Canon City 
Colorado Springs__-_-. 
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Airline community subsidies—Cities served by trunk and feeder airlines supported 
by Federal mail pay subsidies during fiscal year 1949—Continued 


Indiana: 
Evansville 
Fort Wayne--_...--. 
Indianapolis ______._- 
Kokomo 
Richmond 
South Bend 
Terre Haute 125, 000 


SES a Sd ce 2 
Towa: 
Burlington _ - 
Cedar Rapids_- 
Iowa City__- 
Mason City __-_ 
Ottumwa_____- 
Sioux City____- 
Waterloo. ___ 


Kansas: 
Dodge City...._._-- 2 
Garden City 
Hutchinson 
Topeka 
Wichita 


Kentucky: 
Bowling Green_-_-__.- 
Lexington 
Louisville 
Paducah 


Louisiana: 
Alexandria 
Baton Rouge 
Lafayette 
Lake Charlies __ -__- 
Monroe__--_-__- 
New Orleans 


391, 000 


een 2 


Maine: 


Lewiston 
Augusta 


Waterville 


Maryland: Baltimore. - _-_ 


Massachusetts: 


cae ae 


85, 000 
93, 000 
75, 000 
85, 000 


Massachusetts—Continued 


Oak Bluffs___ 
Springfield_- 
Worcester __ _- 


Total _- 


Michigan: 
Battle Creek 
Jackson __ 
Lansing_- 
Peliston...._... 
Sault Ste. Marie 
Traverse City 


Total __ 


Minnesota: 
Brainerd 
Duluth 
Rochester - 
St. Cloud 


Total __ 


Mississippi: 
Greenwood_ 
Gulfport — _ —- 
Hattiesburg 
Jackson _ - 
Meridian 


Total __ 


Missouri: 
Joplin _- 
Kansas City 
St. Joseph 


Total _- 


Montana: 
Bozeman__- 
Butte __ 

Cut Bank __- 
Great Falls 
Helena 
Kalispell _ _- 
Lewiston _ : 
Miles City_- 
Missoula_ 


7S 


Nebraska: 
Alliance_- 
Grand Island_- 
Lincoln _ _____ 
North Platte 
Scottsbluff 


Total _-_ 


$65, 000 
40, 000 
37, 000 


253, 000 


2, 000 
1, 000 
44, 000 
38, 000 
52, 000 
23, 000 


160, 000 


22, 000 
43, 000 
111, 000 
71, 000 


247, 000 


72, 000 
9, 000 
47, 000 
159, 000 
109, 000 
396, 000 
87, 000 
34, 000 
69, 000 
190, 000 


109, 000 
37, 000 

2, 000 

96, 000 

3, 000 

51, 000 

52, 000 

61, 000 
501, 000 


51, 000 

12, 000 

161, 000 
34, 000 

31, 000 
289, 000 
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Airline community subsidies—Cities served by trunk and feeder airlines supported Att 
y Federal mail pay subsidies during fiscal year 1949—Continued 
Nevada: North Dakota: ‘Sor 
Boulder City $46, 000 = $75, 000 
60, 000 103, 000 
57, 000 
52, 000 
7, 000 
New Hampshire: 
Concord 
Keene Sor 
Cleveland 
Columbus 

New Jersey: Atlantic City- 

New Mexico: Youngstown 
Albuquerque Zanesville Te 
Carlsbad eee 
RO ee te 
Farmington 
Re Okiahoma: 

Hobbs Lawton 

Las Cruces.........- Muskogee 

Las Vegas........... Ponca City 
Roswell ¢ Te 


Santa Fe 


New York: Corvallis 
\lbany . Eugene 
Elmira-Corning Klamath Falls. --_---. 
Glens Falls_- ‘ La Grande 
ot ooo 
Masse - ford 
Niagara Falls___-_-__-- 000 “~ io 
Piatiepirg.... . ..... Pendleton 


Poughkeepsie The Dalles 
Saranac Lake------_- 


Watertown __- 


Dotaly = =: 


North Carolina: 
Asheville 
Charlotte Harrisburg 
Elizabeth City __- Johnstown 
Goldsboro 
Greensboro_________- Philadelphia 
Morehead C ity_. Pittsburgh 179, 000 
New Bern NS Bee eee ee 182, 000 
Pinehurst Eicanten. Wilkes- 

i Gis os as a apr ene 146, 200 
Rocky Mount____-_-- Williamsport____----- 91, 000 
Wilmington_________- ererermwe tr 
Winston-Salem 1, 023, 200 


763, 000 | Rhode Island: Providence 59, 000 
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Airline community subsidies—Cities served by trunk and feeder airlines supported 
by Federal mail pay subsidies during fiscal year 1949—Continued 


‘South Carolina: 


Chattanooga. ---- ---- 
Knoxville 
Memphis 


Amarillo 
Beaumont-Port 


Big Springs 
Brownsville____---_--- 
Brownwood____.._--- 


Fort Stockton____.--- 
Pare. Woten.....-.-... 
Galveston 
Harlingen 


Longview 


McAllen 

Midland 

Mineral Wells___--_--- 
mn ss os oe 
We he ey tars 
Plainview 

San Angelo 
Sweetwater 


RPO Soe Soa 
Victoria 

MR ate a 
Wichita Falls_______- 


i 


Utah: 
Cedar City 


Vermont: 
Barre-Montpelier 
Burlington 
Rutland 


Virginia: 
BEN. ook os dn 
Lynchburg - - - 
Richmond_.-.- 
Roanoke __ _- 


Total__._- 


Washington: 

Bellingham : 

ee oe 
Everett - - - - ae 
Hoquiam. -- ae 
Mount Vernon_------ 
Olympia ee 

Jalla Walla___-_- 

Wenatchee - 
Yakima___-_ 


Sy Sasa eee 


West Virginia: 
Charleston _ - 
Clarksburg _ - 
Ries 
Morgantown_____- 
Parkersburg - - - - -- 
Wheeling__- 


161, 400 


Wisconsin: 
Baraboo-Portage 23, 000 
Clintonville _____ : 57, 000 
Eau Claire..........- 106, 000 
Green Day... 2... 38, 000 
La Crosse ay 72, 000 
Land O’ Lakes ; 4, 000 
Madison __-_-_-_-- rs , 000 
Milwaukee. : ee , 000 
Racine-Kenosha____- 9, 000 
Rhinelander -_ _ _- 3, 000 
Stevens Point sigh 53, 000 

Seek i 580, 000 
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Airline community subsidies—Cities served by trunk and feeder airlines supported 
by Federal mail pay subsidies during fiscal year 1949—Continued 


Wyoming: Wyoming—Continued 

Cheyenne ______- 359, 000 Sheridan $93, 000 
Greybull : 80, 000 Worland 61, 000 
Kemmerer_______- 57, 000 

Laramie___.- _- 97, 000 

Lovell-Powell. 63, 000 

Rawlins____-_- 65, 000 Total for all States _- 

Rock Springs - - _- --- 161, 000 


Summary by States of airline community subsidies 


Alabama. _.- $494, 000 $341, 000 
EE Ieee ae 178, 000 | New Hampshire 117, 000 
Arkansas _ _- sah sine ap 499, 000 | New Jersey 12, 000 
California - fag ee al go , 577, 000| New Mexico.__________-_- 889, 000 
Colorado iT nee , Gaz, C001 New York..._.__.._..- 763, 000 
[ONG cc ake 400} North Carolina 763, 000 
SRN 13, 300} North Dakota- z 294, 000 
Florida. ....--- 484, 000 | Ohio_.________- : 971, 000 
Georgia - ie oa ee 816, 100} Oklahoma. _-_- eG ets 211, 000 
Idaho US See 530, 000} Oregon. ______. Soren 650, 000 
Illinois Se ee 190, 000 | Pennsylvania a ones 023, 200 
Rh, 646, 000 | Rhode Island 59, 000 
lowa.__._.- : aoe, 370, 000 | South Carolina 371, 000 
Kansas____.- wars 784, 000 | South Dakota___________- 339, 000 
Kentucky _-_- _-_-- casi 360, 000 | Tennessee _ _ _ - : : 537, 000 
Louisiana Satis 391, 000 | Texas____- : es , 249, 000 
Maine___. erence ee 338, 000 a eget 281, 000 
Maryland : 186, 000 . 328, 000 
Massachusetts_ : 253, 000} Virginia_____- ig am 284, 000 
Michigan________ pete 160, 000 | Washington-___ _- Dees 786, 000 
Re erean eee 247, 000} West Virginia______- 161, 400 
Mississippi --- - - - - - aah: 396, 000} Wisconsin______________- 680, 000 
Missouri a eran 190, 000 | Wyoming _.. 1,035, 000 
Montana Mal eae 501, 000 -— —— 
Nebraska om aes 289, 000 irand total 25, 074, 400 





) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 


-—_ 


SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 


Intercity route density of top 98 ranking pairs of cities in September 1948 


[Ranked by passenger-miles] 


Rank in— 


Intercity traffic 
ne | eg . 
sep-| | sep-|_ | Sep- Route in Sepenber ate | 
tem- “eer | tem- | March! tem- 7 


| 


Passen- | Passen- 
ber | 1947 ber 1948 | ber | gers ger-miles 
1946 | 1947 1948 | 


Thou- 

sands 
New York-Los Angeles. J "WA, U: 7, 248 17, 939 
New York-Chicago ‘WA, UAL 22, 693 16, 430 
New York-San Francisco_| WA, UA 5, 344 13, 788 
New York-Miami.___.__.| EAL, N: 9, 673 10, 640 
New York-Boston........; AA, EAL, NEA 56, 362 10, 371 
Los Angeles-San Fran- | TWA, UAL, WAL 27, 465 9, 338 


cisco. | 

| Chiecago-Los Angeles._._..| AA, TWA, UAL , 314 
Chicago-San Francisco.._.; AA, TWA, UAL_. 3, 144 
New York-Washington...; AA, EAL 5, 934 
New York-San Antonio | a? ee 3, 240 
New York-Detroit.__. | J NWA..... , 145 
New York-New Orleans._| E : 3, 427 
San Francisco-Seattle __- oth 5, 658 
| San Francisco-Washing- / , 543 

ton. 

Los Angeles-Seattle.......| U i 3, 719 
New York-Houston. . _-. | 5 2, 344 
New York-St. Louis... __- | AA, EJ TW: 3, 670 
| Chicago-W ashington | AA, AP, TWA, 5, 269 


554 
835 
576 
284 
184 
064 
887 
881 


_ 
Loo Qa wr 


~ 
a 


_—— 
~~ 


_ 
to 
6S Oo a ON ON OR 


> & 


585 
352 
259 


161 








o 
pop 99 98 


_ 
oa 


New York-Montreal__...| C! 9, 672 
| New York-Pittsburgh- i TW: , 795 
| New York-Minneapolis/ | NW 3, 044 
| §8t. Paul. 
| Seattle-New York NW: J , 178 

Los Angeles-Washington.| AA, TWA, U4 , 193 
| New York-Dallas.........| BNF____. , 978 
| New York-Buffalo --| Ad , 874 


~ 


143 
134 
105 


wow 


086, 
781 


Preps 


| 





Total, 1 to 25 pairs. ..}_.......... . 236, 926 


| & 
| So 


| Chicago-Boston 

| Detroit-Los Angeles... _-| 
Chicago-Detroit. sal 

| San Francisco-Portland 
New York-Cleveland 
Chieago-Seattle 
Chicago-Minneapolis/St. 

| Paul. | 
New Yo k-Kansas City __| 
Chicago-Miami 

| New York-Atlanta -- 

| New York-Cincinnati....| A: 

| New York-Milwaukee 

| New York-Denver- -_.. 

| Los Angeles-Denver 

| Chieago-Cleveland te 

| Chicago-Philadelphia 
San Francisco-Boston - --- 
Los Angeles- Boston 

| Chicago-Kansas City 

| Los Angeles-Portland. 
Los Angeles- Dallas 

| New York-Providence 

| Washington-Boston - - .__. 

| Chicago-Dallas.___-- 
Los Angeles-Cleveland - - - 


Total, 26 to 50 pairs. 
' 


1 Includes carriers whose participation in the traffic equals 10 percent of the participation of the lead carrier. 
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Intercity route density of top 98 ranking pairs of cities in September 1948—Continued Passen: 
re an of ci 
Rank in— Intercity traffic Comp 


| Carriers competing 
Sep- | Sep- Sep- i 
com: March) tem- | March) tem- in September 1948 
per | 1947 | ber | 1948 | ber 
1946 1947 1948 


America 
Eastern - 
TWA... 
United _. 


Su 
Braniff.. 


Capital. 
Chicago 


47 
76 
27 
55 
91 
98 
96 


on 
~ 


Los Angeles-St. Louis... 
New York-Portland 
Washington-Miami 
Chicago-St. Louis 

San Francisco-Denver. --- 


as 


New York-Syracuse 
New York-Louisville 


Colonial. 
Chicago-Pittsburgh Continer 
Los Angeles-Philadelphia. Delta___ 
Washington-Seattle Inland_. 
New York-Memphis te Mid-Cor 
Los Angeles-Pittsburgh  - WA 486 National 
Detroit-Washington Northeas 
Los Angeles-Kansas City.| TWA Northwe 
Philadelphia-San Fran- | AA, TWA, UAL-__. 


Western 
Chloe Miaiatet BNF, CHI 
Chi AA, BNF 
New York-San Diego_---- 
New York-Norfolk 
San Francisco-Salt Lake -- 
Minneapolis/St. Paul- 
Washington. 
Atlanta- 
Chi nd, Oreg. - 
Phila elphia-Pittsburgh TWA ; Tc 
Chicago-Atlanta 
Chicago-Denver UAL 
New York-Tulsa 
Los Angeles-E] Paso 
New York-Jacksonville __- 
San Francisco-San Diego 
Los Angeles-Phoenix 
Detroit-Boston 
St. Louis-Kansas City-. 
Chicago-Buffalo 
New York-Tampa 
New York-Columbus 
Detroit-San Francisco. _-. 
Houston-Dallas.. 
Chicago-Cincinnati_- 
San Francisco-St. Louis... 
Philadelphia-Detroit - ._. 
Washington-Dallas 
New York-Nashville 
Philadelphia-Boston 
New York-Indianapolis.- Ch 
San Francisco-Dallas.....| AA 776 


SSRRANSRAZ 
De SH 


SSALSSSSSSASSIS 


So 
= 
o 


Su 


Te 


SaeR SSFS288Nze' 


BUASSz 


Pairs of 
Pairs of « 
Pairs of 
Pairs of 


& S885 


om 


Total, 51 to 98 pairs Ly 47, 959 





Total for 98 pairs of ” " 247,112 
cities. 


Source: CAB, Analyses Division, Airline Traffic Survey. 
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Passenger-mile potential of domestic trunk carriers between top 98 ranking pairs 
of cities served in September 1948, based on equal proration of traffic between 


competing carriers 


I ein wk, ttn sibenudnad aoe 


Subtotal, 12 smaller trunk carriers. _. 


Total, 16 trunk carriers 


1 to 25 
pairs of 
cities 


Thousands 
41, 324 
20, 067 
29, 292 
31, 919 


7, 240 
6, 849 


26 to 50 
pairs of 
cities 


Thousands 
11, 062 

3, 542 

5, 261 


31, 088 
153, 700 


51 to 98 
pairs of 
cities 


| Total 
| 


Thousands | Thousands 
15, 225 | 67, 611 

3, 281 | 26, 890 

7, 989 | 42, 542 

9, 445 | 56, 049 

35, 940 | 193, 092 
SSS 

1, 826 | 6, 092 

1, 582 | 6, 566 

1, 187 | 1, 187 


| 


| 
| 
} 
j 


0 | 3, 143 | 
0 | 0 | 


, 320 | 
0 0 
427 | 


, 513 | 7, 833 


2, 260 | 
427 | 


0 | 3, 457 | 


» 729 
435 


13, 891 
9, 164 


2,019} 54,020 


Number 
of pairs 
of cities 
served 


48 


134 

= 6 
8 

2 

i 


4 


} 
7,959 | 247,112 | 





Pairs of cities sérved by 4 carriers..........|........-.-. 
Pairs of citiesserved by 3 carriers 

Pairs of cities served by 2 carriers... -....-. 

Pairs of cities served by 1 carrier__.._...... 





Total pairs of cities... ............... 








86630—51—pt. 2-9 





SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 


Comparative carrier statistics, fiscal year 1949 





Invested | Average num- 
capital | ber of transport Ton-miles of traffic carried 
Route (total jaircraft operated] Average 
miles | assets length 
/ 


Airline leas Panna tome enntine of 
éen- flight 2 Paseen- Freight 


oper- 
ated | current | 9.n. — 
oo ; . 
gine gine gers press 


liabili- 


Thou- 

Miles sands 
241 | 319, 905 
178 | 248, 526 
250 | 198, 885 
258 | 279, 507 


# 232 |1, 046, 913 


Northwest 15, 423 
Chicago & South- 

CE «sree . 3, 932 
Mid-Continent - - 2,041 
National 7, 332 
Western 7, 619 
Colonial . 1, 837 
Continental 3,314 
Inland __ 536 
Northeast.....-.-.- 4, 867 

| 


331, 739 

Challenger ; 866 250 : s as 
Empire 723 i 59 
Monarch 1,020 . oi 82 
Piedmont 1, 435 E Sie 99 
Pioneer 1711 5 90 
Southwest eceunh Ieee ‘ 52 
Trans-Texas._--.-. 1, 702 b. 92 
West Coast , 691 site 56 
Wisconsin Cen- 

Oss 885 77 


Feeder lines. , 88 f 477 


Grand total___| 65,445 | 337,627 | 510.4 | 269.5 4142 {} 491, 752 616, 482 41,087 
| 


1 Transport aircraft shown for feeder lines represent number in scheduled service as of Jan. 1, 1949, 
2 Average length of flight per departure for system by actual departures. 

3 Includes excess baggage. 

4 Average. 
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Comparison of present CAR air-mail payments with compensatory mail pay deter- 
mined by ton-mile allocation of joint expenses, fiscal year 1949 


Average for carrier groups 


Bi 
Ot 


Four trunks 
r 12 trunks 


Ne nce nnnccayetiabwe 


A. Helicopter 


Northwest ............- 

Chicago & Southern -- sida 
Mid-Continent__.......- : 
National 


WE wiisveiadéumuatdewascdcdes . 


Colonial... 
Continental. 
BIN tsa oniechsus vies 
Northeast 


ONE. cancs—ssss- 


Individual feeder lines: 
Challenger .............- 
Empire... .-....- 
Monarch... 
I oc ch waite tichenn 
Pioneer - -- 


on ie 
Trans-Texas 

West Coast... -_. 
Wisconsin Central 





Compensatory 

mail? pay by 

ton-mile allo- 
cation 


Rate per ton- 
mile of present | 
CAB mail pay | 


Present CAB ! 
mail pay 


et | 


$23, 490, 935 $0. 708 | 
23, 940, 135 3. 161 
47, 431, 070 
10, 807, 097 


, 517, 279 
, 149, 463 
, 656, 742 
523, 635 
412, 392 





492, 659 
, 278, 249 
228, 473 
173, 524 
314, 306 
258, 392 
61, 372 
138, 621 
69, 404 
79, 207 


, 139, 463 


61, 918 
27, 122 
44, 267 
36, 564 
85, 590 
23, 928 
44, 938 
129, 825 
15, 026 
54, 450 


885 | 
. 681 
10, 807, 097 30. 205 | 


1 As adjusted by CAB for fiscal year 1949, by rate orders issued through Sept. 15, 1949. 
2 All general expense categories allocated between mail and nonmail services on the basis of relative ton- 
miles of traffic except “Passenger service,” “Traffic and sales,”” and ‘Advertising and publicity,’”’ which 
were assigned directly to the nonmail services. - 


3 Average. 
« Began operations Sept. 19, 1948. 


4, 119, 437 
2, 282, 102 | 
4, 217. 640 | 
4, 898, 008 | 
5, 517, 279 | 


554, 281 | 
490, 969 | 


523, 635 


| Rate per mail 
ton-mile of 
| compensatory 
mail pay by 
ton-mile allo- 
cation 


$0. 473 
. 547 


. 487 
1. 464 
| 10, 285 


. 447 
. 09 
.475 
. 480 


. 473 


7 540 


j 


1, 464 
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LIMITED FACTUAL STUDY RELATING TO MAIL PAY- 
MENT AND SUBSIDY PROPOSALS FOR INTERNATIONAL 
AIR MAIL 


(Prepared by Aircraft Consulting Service, Washington, D. C., March 1951) 


AIRCRAFT CONSULTING SERVICE, 
Washington, D. C., March 20, 1951 
Hon. Senator Epwin C. JOHNSON, 
Chairman, Committee on Interstate and Foreign Commerce, the Senate, 
Washington, D. C. 


Dear Senator Jounson: By your letter of January 15, 1951, our firm was 
retained to make a limited factual study of certain subjects of interest in the 
deliberations of your committee and of those of the Air Coordinating Committee 
on proposals relating to International Air Mail Operations. Appendix II at- 
tached to your letter specified the subjects and scope of our work which was also 
directed to be purely factual, unbiased and devoid of any policy determinations. 

We are pleased to submit herewith the attached report in fulfillment of our 
responsibilities. This report contains five parts covering the eight major subject 
headings set forth in the above-mentioned appendix II, as further noted in the 
report’s index. Your attention is invited to the fact that much of the data and 
information therein was marked or given as ‘‘Confidential’’ material and has been 
so treated by us. Accordingly, this complete report is marked ‘‘Confidential”’ 
as required by Government regulations. 

It has been a privilege and pleasure to work with you and your committee’s 
staff during the past 2 months. We are particularly indebted to Mr. Edward C. 
Sweeney, professional staff member of your committee, for his aid and counsel. 
Also, without a single exception, we enjoyed the fullest cooperation and assistance 
of everyone contacted in each of the many Government departments and agencies 
on which we called. This applies as weil to the several international airlines and 
ship operators contacted for data and information required in this project. 

Respectfully yours, 
H. E. Wersami.uer, Director. 


LIMITED FACTUAL STUDY RELATING TO MAIL PAYMENT AND 
SUBSIDY PROPOSALS FOR INTERNATIONAL AIR MAIL 


Part A. Tue UNIVERSAL PostaL Unron ! 
I. HISTORY 


Before the founding of the Universal Postal Union in 1874, the development of 
international mail services was hindered by the lack of uniformity of postage 
rates and conditions of service. Postage rates were high and procedure for the 
transmission of mail between nations was such that it was extremely difficult, and 
in many cases impossible, to transmit letters between several countries. Pre- 
payment of postage only covered conveyance up to a ceitain point, and additional 
charges beyond that point were collected from the addressee. The complicated 
procedures and lack of uniformity of services resulted in many bilateral attempts 
between individual countries to establish o-der in the international postal field, 
but difficulties and complications arose from differing financial arrangements and 
from varying units of weight and scales of charges. 

The first proposal for an international postal union was made in 1862 by Mont- 
gomery Blair, then the Postmaster General of the United States in the Cabinet 
of Abraham Lincoln. Through the initiative of Postmaster General Blair, a 
conference was held in Paris in 1863, attended by 15 states, which resulted in 
the agreement of 31 fundamental articles which would be used as a basis for 
future postal treaties. 


1 Pt. A was prepared chiefly by, or from data submitted by E. M. Kriz, Washington, D. C, 
897 
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The most important questions, however, of uniform rates, division of charges 
between countries and transit charges remained unsolved. In 1868, Dr. von 
Steven, an official of the North German Postal Confederation, urged another 
meeting of interested nations, and a congress was held in Berne in 1874 which 
drew up the first International Postal Convention. The Congress of Berne was 
attended by the representatives of 22 states, and the membership of the Postal 
Union at first was somewhat restricted. The convention drawn up in 1874 has 
continued up to the present time with comparatively little modification. 

The Postal Union Convention not only regulates the relations of the postal 
administrations among themselves, but also lays down maximum postage rates 
to be charged to the publie for foreign mail and the conditions to be fulfilled 
bet oe various classes of correspondence admitted to the international letter 
mail. 

One of the most important clauses in the Universal Postal Convention is the 
one guaranteeing liberty of transit throughout the whole extent of the Union. 
Under this clause, every country undertakes to place its potsal services at the 
disposal of any other country which desires to use them for the conveyance of its 
mails. From the public point of view, one of the greatest benefits which has 
resulted from the convention is the establishment of low, uniform rates of postage, 
uniform conditions of service, and the gradual extension and improvement of the 
international mail service. 

The original convention provided for a congress of member states to be held 
at least every 3 years for the purpose of reviewing the treaty. It also provided 
for the establishment of an international bureau, the expenses of which were to be 
shared by all members of the Union, to administer the convention. The second 
congress was held in Paris in 1878 and, in revising the treaty, entry into the 
Union was made more simple, and the period between conferences was extended 
to 5 years. It was in this congress where the name “Universal Postal Union” 
was adonted. 

Subsequent congresses of the UPU have been held at Lisbon, 1885; Vienna, 
1891; Washington, 1897; Rome, 1906; Madrid, 1920; Stockholm, 1924; London, 
1929; Cairo, 1934; Buenos Aires, 1939, and Paris, 1947. The next congress is 
scheduled to be held at Brussels in 1952. 

From these congresses has emerged a loose but time-proven body of reculations 
which, though periodically revised, governs the international exchange of mail 
and postal services within the postal territory of the Union. Generally the 
congresses have been alert to technological change with the result that postal 
services have become early beneficiaries of such changes. For example, the UPU 
considered the possibility of using aircraft for the transmission of mail as early 
as 1920 when certain provisions for the establishment of air-mail services were 
included in the Convention of Madrid (1920). 

The UPU, at the present time, comprises all of the countries of the world. 
Certain colonies or possessions are considered as forming single countries or 
administrations in the Union, especially with regard to voting rights. Countries 
not parties to recent conventions are members of the Union through ratification 
of earlier conventions. In some cases, failure to sign a convention has been 
accompanied by practical observance of the terms of the convention. 

Congresses of the UPU have one remarkable characteristic in international 
relations. Representatives of. postal administrations usually possess the power 
of ratification. Generally, the act of signature by a representative constitutes 
adherence to the revised convention—no additional ratification being required. 


Il. SCOPE OF THE UPU CONVENTION 


“The aim of the Union is to secure the organization and improvement of the 
various international postal services and to promote the development of inter- 
national collaboration in this sphere.”’ ? 

The scope of the convention is complete to a detailed degree with respect to 
all international postal services. Provisions of the convention define the types 
of services permitted in international postal affairs, the physical characteristics 
of mail, conditions of service, rules for service (mechanics), responsibility for 
liability, postal rates, rates for the payment of transportation of mail, rules 
governing disposition of revenue from postage and fees, methods of settling of 
international accounts, and certain guaranties, the most important of which is 
the guaranty of liberty of transit throughout the whole extent of the Union. 


? Par. 2, art. I, Convention of Paris, 1947. 
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Each one of these parts of the convention describes in minute detail the many 
aspects listed above, giving the appearance that the convention is a very rigid 
and complete document. 

Although the convention is actually complete in detail, it is also in reality a 
loosely knit and flexible documentive international agreement. This flexibility 
is probably one of the reasons. for the success of the convention over the past 
77 years. 

To begin with, it is not necessary for all of the administrations adhering to the 
Universal Postal Union to ratify the most recent convention. Should a country 
not find fit to ratify the latest convention, it then continues to participate in the 
Union under an earlier one. This particular characteristic has not proved to be 
a deterrent to successful relations in international postal affairs, probably because 
revised editions of the UPU Convention do not differ substantially in short 
periods of time. The very flexibility of the convention itself minimizes the effect 
of the unique feature described above. While all of the aspects of international 
postal service are defined in the convention proper, any nation may refuse to 
aceede to any particular part of the convention provided it is so stated in the 
final protocol of the convention. Many nations, moreover, take advantage of 
this privilege and so indicate in the final protocol their exceptions to the general 
provisions of the convention. For example, in the Convention of Paris (1947), 
the United Kingdom indicated that it could not accede to the provisions of article 
54 dealing with the alteration or withdrawal of the address of correspondence at 
the request of the sender. The U, 8. 8. R, took exception to the provision of 
Article 28 in refusing to permit the transit of small packages through its territory, 

Some latitude and flexibility is provided with respect to some of the provisions 
of the convention even though no particular nations indicate a desire to take ex- 
ception to the articles. For example, paragraph 2 of the final protocol the 
Convention of Paris (1947) provides a range of postal rates which gives countries 
the right to increase up to 40 percent or reduce by as much as 20 percent the 
postage rates prescribed by article 36 of the convention. Paragraph 7 of the 
final protocol permits ‘‘countries which cannot fix at 40 centimes the registration 
fee prescribed by article 57, paragraph 2, are authorized to charge a fee which 
may amount to 50 centimes or to the charge fixed for their inland services.” 

It would appear that this flexibility in the agreement would result in a hodge- 
podge of rules and regulations in the international postal services. That this is not 
the case, however, is probably due to the fact that the convention has always been 
of this particular nature. 

Until the post-World War II period, the Universal Postal Union had been truly 


a nonpolitical organization of nations dealing only with the provisions and pro- 


cedures in the international postal service. Throughout the history of its con- 
vention, political issues had not been considered and, moreover, were set aside 
by the Congresses when they arose. It had been a long-standing policy, until 
after World War II, of the Congresses to recognize de facto governments rather 
than governments de jure. The Universal Postal Union even refused to aline 
itself with the League of Nations on the grounds that such an alinement might 
possibly constitute a political tie. 

After World War II and the establishment of the United Nations, there was the 
attempt to aline all of the so-called specialized agencies, of which the UPU was 
one, with the United Nations. The invitation to affiliate with the UN was ex- 
tended to the Universal Postal Union during the Congress of Paris (1947). Con- 
sideration of this matter resultea in an ‘‘agreement between the United Nations 
and the Universal Postal Union” which was adopted by the UPU in 1947. One 
of the results of this agreement was the expulsion of Spain, Spanish Morocco 
and the whole of the Spanish colonies from the Universal Postal Union. This 
was the first time in the history of the UPU where a government de facto was not 
allowed to participate formally in the convention. This expulsion was the con- 
sequence of ¢ resolution of the General Assembly of the United Nations of Decem- 
ber 12, 1946, and of the agreement of the UPU to become an affiliate of the United 
Nations. 

Although these nations were expelled from the UPU, the Congress did permit 
them to accede to the provisions of the convention without submitting to the 
formalities of ratification. 

Germany, Japan, and Koree were also temporarily precluded from participating 
formally in the convention but, as in the case of Spain, were permitted to accede 
to the provisions of the convention without submitting to the formalities of 
ratification. Since the Congress of Paris (1947), one additional political issue 
has been presented to the Universal Postal Union. This related to the seating 
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of Communist China at the extraordinary meeting between the Universal Postal 
Union and IATA et Cairo, January 1951. Over the objection of the United 
States, Communist China was seated in preference to the representative of the 
Nationalist Government of China. The decision nevertheless was consistent 
with roughly 75 years’ experience of the UPU where governments de facto 
were recognized in preference to governments de jure. 


Ill, DETERMINATION OF AIR-MAIL TRANSPORTATION RATES 


The Universal Postal Union convention fixes maximum rates to be paid by one 
country for the use of air services operated by a flag carrier of another country. 
Different maximum rates are fixed for different types of service and different 
categories of mail. The maximum rates fixed by the convention are arbitrary, 
being the result of negotiations among countries. 

There are three ways ‘in which it is possible to negotiate changes in the maximum 
rates described above. During any congress of the Universal Postal Union 
where the convention is open to revisions, it is quite possible for the Congress of 
administrations at that time to change these maximum rates by amending the 
convention. Apart from the action of a Congress, however, there are two addi- 
tional ways open to member administrations. The more formal of the two is 
by agreement of the Executive and Liaison Commission to amend the rates 
according to the procedure set forth in articles 22 and 23 of the Convention of 
Paris (1947). In this case the Executive and Liaison Commission would submit 
recommendations to postal administrations for their approval. If there is un- 
animous approval of these recommendations, the new rates go into effect. The 
less formal way is by the initiative of any one administration in presenting its 
proposal through the International Bureau of the UPU for submission to postal 
administrations. This procedure is defined in articles 21, 22, and 23 of the Con- 
gress of Paris (1947). As in the case of proposals by the Executive and Liaison 
Commission, unanimous approval is required before the proposal can become 
effective. In article 22, it is stated that administrations not responding within 
a period of 2 months shall be considered as abstaining from voting on the pro- 
posal. It is not clear whether the mere abstention causes a lack of unanimity 
in the vote. 


IV. PRINCIPLES FOR ESTABLISHING AIR-MAIL SURCHARGES AND TRANSPORTATION 
CHARGES 


To understand the present development of the postal rate structure and scale 
of transportation charges of the UPU, it is necessary to examine the early history 
of the UPU with respect to these two factors, as they developed hand in hand. 

When the establishment of the air-mail service was first discussed by the UPU 
(Congress of Madrid, 1920), it was believed to be an extraordinary adjunct to 
the regular postal service. No attempt was made to define the rate of trans- 
portation charges paid for air mail. Rather rates for air services established for 
the carriage of mail between two or more countries were assimilated to extra- 
ordinary services under the terms of the general convention. 

Another article of the Madrid convention provided for a surcharge on air mail, 
&3 on all other extraordinary services, which surcharge was to be related to the 
transportation charge with no maximum amount fixed. Thus, the UPU extended 
its principle that extraordinary charges (surcharges) should be related to transport 
cost, to the air-mail services. 

No maximum limits were placed on the rates of pay for transportation of air 
mail. It was generally intended that the air transport services would be pro- 
vided by postal administrations themselves. 

The conditions of the carriage of air mail, however, were to be determined by 
mutual agreement between the postal administrations themselves. It was never- 
theless stipulated that the transportation charges for the same route should be 
uniform for all the administrations using the services. 

Early civil aviation developed with some administrations providing their own 
air services, but also with some private companies carrying the mail. The Con- 
gress of Stockholm (1924) took note of this development and amplified the con- 
vention to provide that ‘Postal Administrations of the countries served directly 
by air services fix by agreement with the companies concerned, the rates for 
conveyance applicable to the mails loaded at the airports in their respective 
territories, for services performed by the machines of these companies’’ (conven- 
tion of Stockholm). 


inau; 
1932 


meet 

At 
mail 
with 





SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 901 


It. is important to note that the UPU at this time established clearly that the 
procedure for determining transportation charges in the air-mail services was 
through negotiation. 

The Congress of Stockholm once again confirmed the principle of relating the 
surcharge of gir mail to the cost of the transportation charges. 

Consideration of air mail as an extraordinary postal service, the fundamental 
adherence to the principle of negotiating transportation charges, and the relation- 
ship of the surcharge to the transportation charge prevailed through special air- 
mail conferences and the Congress of London (1929). It was not until the Con- 
gress of Cairo (1934) where more far-reaching changes were made in the air-mail 
code of the UPU. 

The Congress of Cairo provided for the transmission of small packages (parcel 
post) in addition to letters and correspondence by air at postal rates prevailing 
for air mail. Air services were categorized for the first time into ordinary and 
extroardinary services. The enterion for determining the difference between 
these services was cost; services ‘‘Whose creation and upkeep give rise to ex- 
troardinary expenses’’ were classified as extraordinary services. A maximum 
rate of 6 gold frances per ton-kilometer was set for the transmission of mail in 
ordinary services, no ceiling on rates was established for extraordinary services, 

Maximum surcharges were likewise set for ordinary air-mail postal services, 
not to exceed 15 centimes, 20 grams per 1,000 kilometers of air route. No maxima 
were set for extraordinary air-mail services. Administrations could likewise 
make reductions of surcharges for ‘‘other articles’? to a level of one-fifth of the 
postal rate for correspondence for ordinary and extraordinary services. Ad- 
ministrations also had the option not to collect surcharges for air transportation 
on condition that they inform the country of destination and that a previous 
agreement had been made with the transit countries. 

The relation of air-mail surcharges, with all these changes, however, was still 
keyed to the level of transportation charges. Establishment of maximum sur- 
charges for ordinary services was motivated by: the desire for uniform air-mail 
»0stal rates within the category of ordinary air-mail services (European services). 

‘hese maximum uniform surcharges were possibie to apply because of the agree- 
ment of UPU with IATA ® on a level of transportation charges at the rate of 6 
gold franes per ton-kilometer. The principle of negotiation was thus continued. 

After night services were inaugurated in 1930, certain administrations of 
Europe began the transmission by air of ordinary correspondence without sur- 
charges. This fact, plus the desire to use air transport as a normal means of 
transportation, stimulated efforts to eliminate surcharges and reduce trans- 
portation costs. Shortly after the Congress of London (1929) a limited Conference 
was convened in Brussels (1930) which attempted to cope with this problem. 
While surcharges were not eliminated, participating administrations acknowledged 
the right of countries of origin to send their mail by air without surcharge, subject 
to prior agreement with transit countries. As noted above, this principle was 
preserved in the Convention of Cairo (1934). 

The United Kingdom stimulated the nonsurcharged air-mail scheme when it 
inaugurated the “‘all-up” air-mail scheme in 1936, following the agreement in 
1932 between France, Belgium, Netherlands, Germany, Denmark, Norway, 
Sweden, and Great Britain for the transportation of ordinary mail by air. 

Another limited conference meeting at the Hague and Paris (1937) expressed a 
serious desire to regard air transport as a normal means of transport. These 
meetings culminated in the European Air-Mail Conference at Brussels in 1938. 

At this Conference, it was agreed to transport without surcharge ordinary 
mail in Europe at the rate of 24% gold frances per ton-kilometer. On agreement 
with IATA, this rate would be applied experimentally for 3 years at the expiration 
of which IATA was to consider a further reduction to 2 gold frances. 

The Congress of Buenos Aires (1939) did not fundamentally alter the provisions 
regarding rates and charges established at Cairo (1934). The progress of trans- 
porting ordinary mail by air in Europe was short-lived, as World War II began 
and disrupted the European network. 

It could appear, therefore, that up to the beginning of World War II three 
principles motivated the development of air-mail services by the UPU. It was 
the desire of the UPU to make use of air transportation as a normal means of the 
transportation of mail. In contracting for the use of air transport, negotiation 
of charges was the principle applied. Because of higher costs of air-transport 
services, it was believed that the air-mail postal services should be charged that 
extra amount through the medium of the postal surcharge. The surcharge, 
therefore, was to be related to the cost of providing air transportation. 


* The International Air Traffic Association, now: International Air Transport Association. 
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Vv. ESTABLISHMENT OF THE PRESENT UPU RATES . 


The Congress of Paris in 1947 attempted to resume the progress in the extension 
and improvement of the air-mail services which was abruptly canceled by World 
War Il. The technological advances forced by World Was Il in air transport 
presented possibilities which were previously viewed at the European Air- Mail 
Conference of Brussels (1938) and the UPU Congress of Buenos Aires (1939) 
as in the more distant future. While it was hoped in both of these meetings that 
air transport might someday become the normal means of transportation, the 
development of the four-engine aircraft and the navigation of the oceans during 
the war caused some nations to believe that the time was now at hand to advance 
the field of the transportation of ordinary mail by, air, particularly because the 
long-awaited prospect of transporting air mail at lower costs appeared to be at 
hand. So great was their zeal that they almost ignored the fact that the European 
airlines required transporting mail at 3% gold franes per ton-kilometer instead of 
the 24 gold franes agreed to in 19388. This type of thought undoubtedly motivated 
nations like Belgium to propose the virtual abolition of the surcharge for the 
air-mail service and the members of the Postal Union of the Northern Countries 
(Norway, Sweden, Denmark, Finland, and Iceland) to propose widespread 
extension of the ‘‘all-up”’ service. 

The majority of nations, after the deliberation, were not quite so op timistic 
however. As the result, the Congress of Paris merely consolidated and confirmed 
the Brussels agreement on “‘all-up’”’ mail by specifying that there continue to be 
two types of services, but that they be classified into (1) European air services 
and other services of which the operating expenses are similar (category A), and 
(2) services of which the maintenance entails higher costs (category B). The 
old categories of services, ordinary and extraordinary, were abolished, but the 
practical effect of the new ones was the same. 

For eategory A services, the right of administrations to refrain from enacting 
surcharges on letters and correspondence was reaffirmed and strengthened, 
although a maximum limit of 2,000 kilometers distance was set. Administrations 
were allowed to levy surcharges on letters and correspondence, however, for these 
services. The maximum surcharges were set at 7% centimes, 20 grams per 1,000 
kilometers both for LC * and AO * mail, a reduction of 50 percent from the Con- 
vention of Buenos Aires. 

Surcharges for category B services were established at the level of 15 centimes, 
20 grams per 1,000 kilometers. The Congress of Paris no longer retained the 
specific provision that the surcharges should bear a relation to the level of trans- 
portation charges. The relation between the maximum surcharges and the 
maximum transportation charges suggests that this relationship still existed. 

The outlook on air transport likewise motivated nations in their attitude toward 
the level of transportation charges to be established in the postwar period. 
Belgium, the nations of the Postal Union of the Northern Countries, and the 
U.S. 8. R. thus proposed a reduction of the maximum for ordinary services (now 
category A) to 2 gold francs per ton-kilometer and the establishment for the first 
time of a maximum of 5 gold francs for extraordinary services (now category B). 

Another factor, however, motivated the proposals of these nations which was 
not quite as pressing before World War II, namely, the instability of the foreign 
exchange and the dearth of supplies of hard currencies. This factor was particu- 
larly pertinent in the case of nations who were net buyers of air-transport services. 

Other nations, led by the United Kingdom, opposed such substantial reduc- 
tions, and a temporary impasse was created. This impasse was abetted by an 
opinion of the Air Transport Committee and the Secretariat of ICAO that the 
rates should be set at 2 and 5 gold francs, controverted by a proposal of IATA 
for 3 and 6 gold franes. 

After considerable discussion in Commission No. 1 bis of the Congress, it was 
decided to appoint a ‘‘working group” to consider the problem of transportation 
charges. This consisted of representatives of the United Kingdom, U. S. 8. R., 
Denmark, Norway, Sweden, and the Netherlands. In this working group, most 
influential was the delegation of the United Kingdom, whose realistic argument, 
very similar to the views of IATA, was very effective. They argued (1) that 
operating costs, far from having decreased in comparison with those of 1939, on 
the contrary, increased; (2) whatever the importance attached to lowering the 
transportation charges, there can be no possibility of proposing reductions which 
carriers in general would accept. The Scandinavians, the Netherlands, and 
U. 8. S. R. delegations supported this argument, although it varied considerably 
from their original proposals. The working group thus reported to the Com- 
mission proposals which were nearly identical to the original British proposal, 


*‘ LC—letters and postal cards; AO—other articles, 
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namely, that the maximum rates for category A services were 3 gold franes per 
ton-kilometer and for category B services, 6 gold francs per ton-kilometer. This 
view was subsequently adopted by the Congress. 

The provision of the Buenos Aires Convention allowing administrations to 
reduce surcharges for AO mail to a minimum of one-fifth of the maximum rates 
was retained. 

Of considerable importance at the Congress of Paris was the establishment of 
the Executive and Liaison Commission. Among the duties of this Commission 
are (1) the examination of technical questions of any kind concerning the inter- 
national postal service and (2) the formulation of proposals for amendments to the 
convention during the interim periods of congresses. 

One of the resolutions of the Congress of Paris (1947) called for a further study 
of the costs of air transport with a view toward reducing the transportation charges 
at the earliest possible time. The Congress also requested ICAO and IATA to 
continue its study of costs of air transport and to report to the Executive and 
Liaison Commission. With this resolution as a term of reference, the Executive 
and Liaison Commission has constantly attempted to obtain reductions in trans- 
portation charges since its inception. At its meeting in Berne (October 1948), 
the Commission considered this problem. The ICAO replied to the Commission 
that it had not been able to finish its study of costs. JATA on the other hand pro- 
posed the retention of 3 and 6 gold frances for LC mail because of the continuing 
rising costs of airtransport. Ht did propose, however, to carry AO mail and parcel 
»0st for reduced rates. These concessions were accepted by the Commission, and 

ATA recommended that its members accept the new maximum rates for these 
services effective the Ist of January 1949. 

At the next meeting of the Executive and Liaison Commission (May 1949, and 
additional concession was made by IATA when it agreed to recommend a reduction 
of the parcel-post rate with its application to both categories of services. 

The UPU met with IATA again in September 1949 and agreed to further reduc- 
tions in AO transportation charges and the establishment of a rate for a new 
category of service, newspapers, at 1 gold france per ton-kilometer. 

In May of 1950, the Executive and Liaison Commi; iion met azgiin and con- 
sidered this problem. Several European states were again pre: :ing for rate reduc- 
tions, but IATA vigorously opposed any additional concessions for the same 
reasons expressed before. While the ICAO study of the air-mail problem had 
not yet been finalized, it was, nevertheless, available to the Commission on an 
unofficial basis. One of ICAO’s suggestions was that UPU and the airlines 
collectively should negotiate on this subject, considering the economic factors 
relating both to postal and air-transport economics. This suggestion was con- 
sidered and finally adopted, with the result that a joint meeting between a com- 
mittee of the Executive and Liaison Commission was to meet with IATA in Cairo 
after the ICAO report had been received and certain other relevant information 
was gathered by IATA andthe UPU. This meeting was held in January 1951. 

At the meeting in Cairo in January, after considerable pressure to reduce the 
rates on LC mail, a concession was obtained for the AO and parcel-post rate, where 
a reduction was conceded by IATA to 1.25 gold franes per ton-kilometer.‘ 

Thus, since the Congress of Paris, there has been effected a constant reduction 
of transportation charges as indicated in the table below: 
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Congress of Paris 3 6 3.0 6.0 0 6.0 
Executive and Liaison Com- 
mission 

1018 a ela al ate a 3 6 1.5 2.¢ L§& 
1949 4 3 6 Ls 2.¢ 

IATA-UPU meeting: 
1949 ere er 4 6 1.5 LO 
1951 } 1.25 0 






§ Also adopted was an optional alternate scale, effective Apzil 1, 1951, whereby countries within the cate- 
gory A area could use a single transportation cha ge of 5.25 gold francs per ton-kilometer, instead of the com- 
bined rates (6 for category B and 3 for category A sezments) if desired. A proviso added that if a country 
adopted this new single rate, it had to apply to all its air mail. 
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VI. INFLUENCE OF THE UNITED STATES IN THE UPU 


The recent joint UPU-IJATA meeting in Cairo illustrated the diffieulties faced 
by the United States Government presently, and undoubtedly in the near future. 
The difficulties are traceable not only to long-established policies of the UPU but 
more importantly to the economic facts of the present international situation. 

The United States at the present time is the largest supplier of air-transport 
services (ICAO estimates that the United States presently offers more than 60 
percent of all the international services). Because of this, the United States 
sells more air-mail transportation than it purchases. Statistics show that the 
United States paid foreign air carriers $2,000,000 in 1949, while the United States 
airlines received $11,000,000 for transporting air mail. It is logical, therefore, 
in the attempt to preserve the limited amounts of hard currencies presently held 
by the net-buyer nations, that they attempt to reduce the cost of transporting air 
mail. 

Moreover, postal administrations are further motivated to obtain reduction 
in transportation charges in order to minimize the allocated losses arising from the 
international air-mail services. This fact is suggested from the replies of gov- 
ernments to ICAO, regarding the latter’s Proposed Communication to the UPU 
(Doe. 6982, C/810). here the replies were made by the postal departments, 
they indicated general opposition to the ICAO paper which eae nance 
of the present maximum rates. Only one postal administration (Switzerland) 
oageeres support of the ICAO proposal. 

he replies to the ICAO document above also indicate a cleavage between air 
ministries and postal departments in several governments, which has come to the 
fore in the ICAO Council and the UPU. Generally, postal administrations have 
been averse to the maintenance of the present rate structure. As noted above, 
their aims are to reduce their costs. Air ministries, on the other hand, having the 
final responsibilities of operating nationalized companies where they do so, are 
equally anxious of minimizing the subsidies required for their carriers. The 
apparently high scales of transportation charges for air mail contribute toward 
the minimization of the subsidy need. Thus, the air ministries prefer the mainte- 
nance of high transportation charges. 

The cleavage of opinion between executive departments of governments would 
appear to be partly the reason why IATA at the Cairo meeting was able to main- 
tain its position of retention of the status quo. 

The position of IATA and its effect upon the UPU meeting is important to 
examine. 

It has been indicated above, that historically the UPU has negotiated with 
the airlines regarding the transportation charges for air mail. Prior to World 
War II, the negotiation for the airlines was through the International Air Traffic 
Association. The membership of this IATA did not include any United States 
carriers, except Pan American, which became an associate member during the 
period nshetliedalar prior to World War II. It is important to note that IATA 
at that time was able to maintain a closed-rate situation with respect to air mail 
transportation charges and could therefore act as an effective negotiating agent 
for its members. IATA was able to act thus even though some of its members 
were nationalized airlines of certain governments. In spite of this position of 
IATA, postal administrations were successful in reducing ramen eon charges 
from no maximum (1920) to a 2%-gold-franc maximum for ordinary services in 

1938. The economics of transportation, rather than political pressure was the 
primary justification for these reductions. That political pressures were rela- 
tively unimportant is understandable, because foreign exchange was relatively 
inhibited as the currencies dealt with were chiefly oe 

The International Air Transport Association (IATA of post-World War II) 
has not been able to enforce a closed air-mail transportation charge largely be- 
cause of the inability of the United States carriers to legally participate in air- 
mail. rate agreements. As the result, an open rate situation has existed and 
undercutting of the transportation charges has been frequent. The gradual ex- 
tension of the European gateways, acceptance of local currencies at predevalua- 
tion ratios to the gold franc, are examples of attempts to capture traffic through 
rate cutting. As the result, the United States carriers have been forced to con- 
cede reductions in transportation charges for services having the combination 
rate. It must be admitted, however, that the vagueness of the definition of the 
categories of service (A—B) in the UPU convention of Paris may have abetted 
this situation. 

The inability of the United States carriers to participate in IATA air-mail rate 
agreements undermines materially the effectiveness of the IATA bargaining 
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position. withthe UPU. This was apparent at the Cairo meeting of January 
1951, when the United States carrier representatives were reticent in assisting 
maintenance of the firmness of the IATA position, 


VII, DESCRIPTION OF THE UPU POSTAL GOLD FRANC AND ITS STABILITY 


After the Universal Postal Union had come into being, the necessity of the 
establishment of a UPU monetary standard soon became apparent. Among the 
many provisions of the Universal Postal Union Convention were procedures for 
the development and expansion of international postal services on a multilateral 
basis. The consequence of this advancement was an international interrelation- 
ship of postal affairs. Most of these problems related to the performance of 
transit and terminal services in the delivery of international mail. In the con- 
vention, many of the costs of providing these services were agreed to be of an 
offsetting nature, thus obviating the necessity for an exchange of payments for 
services rendered. In addition, it was generally agreed that the administration 
collecting the postage would retain the revenue it collected in its entirety. 

There were certain exceptions to the agreement cited above, namely, that, with 
respect to the transportation of mail, postal administrations of intermediate 
countries transporting mail were permitted to claim a remuneration for their 
services. Inasmuch as the Universal Postal Union comprised nearly all the 
countries of the world, it required a uniform measure or standard, stable in nature, 
for the settlement of accounts. Prior to World War I, there were several national 
currencies which could be considered stable, and the monetary unit of the UPU 
was the franc of the countries belonging to the Latin Monetary Union which was 
based on the gold standard. During World War I, however, the countries of the 
Latin American Currency Union suspended the prepayment of bank notes in gold 
and put a ban on the free exportation of gold. In this way, the free play of gold 
exchange came to an end, with the result that there emerged francs of different 
values in this Union, each of which was liable to large fluctuations and to increas- 
ing depreciation. 

The end of World War I did not restore stability in these currencies and the 
Universal Postal Union, at the Congress of Madrid in 1929, created the idea of the 

old franc as a substitute for the unstable franc of the Latin Monetary Union. 

e gold franc was intended to be a measure of price and a means of payment 


aor of any national currency. It was not money in the legal sense of the 


word, but could at any time be converted at gold parity into money of gold 
“standard currency or into any national currency at the price of gold expressed in 
that particular. currency. 

When the weight of the gold franc was fixed, it was hoped that other currencies, 
particulariy the franc of the Latin Monetary Union, would soon revert to their 
prewar values. As a result, the gold franc was defined as having the same weight 
of gold as that of the standard coinage of the Latin Monetary Union, i. e., | frane 
equals '%, of a gram of gold 0.900 fine. This definition of the gold frane was 
not developed, however, until the Congress of Stockholm in 1924. The definition 
of the gold france has continued unchanged from that time to the present day. 

Today the gold franc is worth $0.3267, having been stabilized in 1934 after the 
devaluation of the dollar. 

Today, also, the gold franc is used for the international settlement of accounts 
by the ITU and the Suez Canal. ‘ ‘ 

As long as currencies were stable and foreign exchange was relatively unin- 
hibited, the problem of settling interadministration accounts was comparatively 
simple; orthodox methods of payment in international banking were the methods 
used. Many foreign currencies, however, did not achieve the parity and stability 
in the post-World War I period, and, complicated by the world depression of the 
1930’s, it beeame necessary for the Universal Postal Union to devise means of 
payment which would take into account the various exchange controls and the 
departure of most countries from the gold standard. The matter was considered 
at the Congress of Cairo in 1934, and two alternative methods of settlement were 
adopted: Either (1) payment as before in gold drafts or check at the choice of 
the debtor administration; or (2) by agreement between the two administrations 
through the intermediary of a bank clearing through the Bank of International 
Settlements. The latter offered postal administrations two methods of payment: 
(1) Accounts in national currency—in this case, instead of a check or draft in 
national currency at the day’s quoting being sent, a simple transfer of this cur- 
rency amount in national currency is made from one account to another; (2) gold 
sight accounts—the idea of this method is to take the gold franc as the basis of 
both calculation and effective payment. This makes it possible to transfer the 
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weight of gold corresponding to a given amount in gold francs from one account 
to another without conversion into a national currency. The gold franc amounts 
are then converted into the national currency of the creditor country on agreement 
between the postal administrations concerned and their central banks. 

The economic disturbances caused by World War IT resulted in an instability 
of foreign currencies unprecedented in history. An attempt to restore stability 
in foreign exchange was made at the UN Monetary and Finance Conference at 
Bretton Woods, New Hampshire (July 1944). Here it was agreed that the “par 
value of the currencies of each member shall be expressed in terms of gold as a 
common denominator of the weight and fineness in effect on July 1, 1944.”" The 
value of the gold franc thus retained its prewar ratio. Payments, however, were 
now made between administrations in currencies selected by the creditor country. 


Part B. Costs, Revenues anp Computep Revenues UNpeR UPU Rares 


This part sets forth reported and computed data on the expenses, revenues 
before and after mail payments, ‘‘need”’ amounts required, actual United States 
and foreign mail revenues and United States mail revenues that would result if 
paid under UPU rates. All these data are for calendar year 1949. 

Table page B—7 shows the above data in dollar amounts for all United States 
flag airlines while table page B—8 translates these to unit values in cents per ton- 
mile. With the exception of the columns headed “U.S. Mail Revenues Based on 
UPU Scales,”’ all the data were reported in or computed from CAB Form 41 
reports submitted by the airlines, and are self-explanatory. 

Referring to the above two tables mentioned, ‘Total expense’’ (col. 2) equals 
‘Total operating expense”’ (col. 1) plus the nonoperating income or expense items 
generally included in CAB rate determinations. In table page B-8, the third 
column shows the computed United States mail rate based on average unit 
expense per ton-mile (total expenses divided by total ton-miles of all traffic) plus 
a 10-percent return * on the capital investment assignable to mail operations. 
The latter was approximated here as being the same proportion of the total 
investment as represented by the mail ton-miles to total ton-miles of all traffic. 
The remaining rates shown are self-explanatory or described by footnotes. 

To date, no single method of determining the accurate cost of each separate 
class of combined air traffic has yet been accepted officially or by ceneral usace. 
Some extensive studies have been made by the Civil Aeronautics Board both on 
methods 7 and on applications of methods § to particular cases, chiefly on domestic 
airline operations. he Senate Interstate and Foreign Commerce Committee has 
also sponsored preliminary studies on the feasibility of secregating such costs to 
traffic classes and projects based on the community-expense approach, both re- 
lating to domestic operations. The chief difficulties in such expense segregations 
a-ise from the conflicting opinions as to the proper methgds of allocating jojnt 
c sts to the individual classes and many such theories have been advanced without 
resolution to a standard procedure so far. 

The scope of this report does not call for any exhaustive determination of the 
allocated cost of transporting air mail in international trafic and only approxi- 
mations and indicators of the general ma‘;nitude are required. Hence, the aver- 
age unit cost of all traffic is first used as the unit cost of mail traffic, and this 
approach denoted method A in the tables. 

For total operating cost comparisons with typical foreign international airlines on 
this avers, ;e-cost basis, table pa:e B-11 has been compiled from published ICAO 
data for the years 1948 and 1949. 

The most simple approach to allocation of the major expense accounts holds 
that the three accounts: passenser service, traffic and sales, and advertising and 
publicity, should be exeluded from expenses allocable to mail. This procedure 
has been den>ted method B herein. Applying these two methods to the subject 
expense data results in the figures under each such heading in table page B—10. 
It must be stressed that the resulting costs are not to be accepted as refined 
determinations nor as reflecting the author’s estimate of the costs that would 
result from more detailed considerations. It is believed that accurate costs for 
mail, and other classes of traffic, can be determined by further study, but the 
procedures require time end work beyond the scope and need of this report. (In 
addition to those methods shown, adaptation of one other more refined method 
was investigated but appeared unfeasible for international airline operations and 
is omitted.) 


* After income taxes of 38 percent. 

7 Such as CAB Cost Standards—-Domestice Scheduled Air Carrie~s, by F. H. Crozier, July 1950, 

* As in CAB’s Direct Exhibits of Public Counsel in fhe Big Four Mail Rate Proceeding and Efficiency 
Investigation, Dockets 2849 and 3663, dated October 13, 1950. : 
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As some proposals under consideration recommend in part that United States 
flag airlines be paid UPU rates for carriage of United States mail in international 
traffic, it was pertinent to compute and compare the amounts and rates or unit 
revenues that would so result with those received under existing procedures. 
These results are shown in total amounts and unit revenues in the next to last 
columns of tables pages B-7 and B-8. These were computed from Post Office 
Department records of the pounds of United States mail dispatched to each 
foreign country (and to each overseas station) via each United States flag airline 
for the calendar year 1949. The United States international and overseas mail 
so included consists of: 

1. United States letter (and military) mail and parcel post out-bound; 

2. United States military mail returning to the United States; 

3. United States mail of all types transported between territories and posses- 
sions. 

As some of these data were not available from Post Office Department records in 
complete or audited form, each airline was also requested to submit similar data. 
These replies, fairly complete with a few exceptions, allowed checking or supple- 
menting the Post Office Department data to a great degree so that the results 
shown are believed to be the most accurate attainable with existing data. (1 efi- 
ciencies in the poundage dispatched records of both parties result from the fact 
that mail payments to United States flag airlines are not based on these figures 
but rather on plane-miles or seat-miles, and they are chiefly of value in statistical 
and economic studies. The ton-mile figures for such traffic are accurately reported 
by the earriers, as are the tons of mail enplaned at each station in CAB Form 41 
reports, but these do not permit determination of the mail loads from the United 
States to each foreign station.) 

As stated in part A of this report, the basic UPU ton-mile rates in 1949 were 
$2.86 for letter mail in category B areas, $1.43 in category A, and $0.72 for parce! 
post and other articles (except newspapers) world-wide. ‘These rates can be 
easily transposed to dollars per pound moving between each country by applying 
the UPU standard mileages between such countries as used in determining 
official UPU rates ($2.86 per ton-mile equals $0.00143 per pound-mile; multiply- 
ing this latter by the standard UPU mileage gives t he rate per pound for that dis- 
tance). UPU has computed and published tables® of such pound rates for each 
class of mail between each country and every other country. 

For each airline, its total mail loads in each class to each foreign country (inelud- 
ing overseas, interpossession, and military mail both ways) were multiplied by the 
corresponding UPU rates applicable and the total revenue so computed comprises 
the amount that would result under UPU rates, as shown. The corresponding 
unit revenues shown are the amounts divided by the actual ton-miles flown as 
reported in CAB Form 41. This conforms with CAB practice for determining 
statistical unit revenues for foreign mail traffic shown in its recurrent reports, so 
the results shown in the tables allow comparison. 

It is important to note that UPU rates are generally determined by use of one 
standard mileage distance between each two countries. This is usually the short- 
est distance between gateways as actually flown by one or more carriers serving 
such points. If one or both such gateway points are not used by a carrier, it still 
receives payment based on the standard rate and not on the longer distance it 
may actually fly. Accordingly, if a carrier does or must fly a longer route mileage, 
its resulting unit revenue received, computed on ton-miles flown, will be reduced in 
proportion. This may be an appreciable factor for some airlines not certificated or 
operating between the shorter-distance gateways. An extreme example is that 
of two carriers serving Cuba from the United States for which Miami is the gate- 
way point; if one operates between Habana and Miami and the other between 
Habana and New Orleans, each receives the same amount per pound of mail 
transported from Cuba to the United States although the latter flies nearly three 
times the distance of the former. This feature of the UPU rate-fixing method 
obviously requires consideration in policy deliberations. 

The foregoing partly accounts for a few unduly low unit revenues resulting in 
the above computations shown in the tables. These unit revenues are also the 
composite result of mixing category A and B rates and/or parcel-post rates. The 
greater the proportions of such lower rate mail, the more the unit revenue will vary 
from the familiar $2.86 per ton-mile rate usually in mind as the basis of comparison. 


* Universal Postal Union Liste Generale des Services Aeropostavs, UPU International Burcav, Perne. 
Therein, sore rates also include a flat internal service charge retained by each country for internal delivery 
of foreign mail, so this must be deducted before obtaining the rates payable to the airlines. Also, see con- 
version tables, Appendix A attached. 
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Opposing this, it will be noted that several resultant unit revenues exceed $2.86 
for some Caribbean and Latin American routes. This emanates from the fact 
that many such rates were fixed decades ago on the basis of longer aggregate 
route mileages than that sible, or actually, flown by some carrier’s flights 
today. Many of these old rates have been retained because the majority of 
mail is still carried over longer than the shortest nonstop distances, through 
mutual agreements between sets of countries, and for other reasons. 

Proposals to base payments to United States flag airlines on UPU rates for 
carriage of United States international air mail also uire consideration of the 
status to be accorded United States overseas mail. hysically, a flight from 
San Francisco to Hawaii is much akin to one from New York City to a European 
gateway, yet different political and economic aspects are involved in cash. The 
obvious alternates possible are to consider such overseas traffic, for mail payment 
methods, as (a) the same as international air mail; (6) the same as or an exten- 
sion of domestic air mail subject to domestic mail rate procedures; (c) a special 
category which might also include ‘‘stub end”’ type operations between the United 
States and adjacent foreign countries. It is pertinent to note that foreign air- 
lines transporting United States mail to or through such outlying possessions 
receive UPU rates from our Government for such traffic. The effects of paying 
parallel-flying United States*flag airlines either’a higher or a lower rate for the 
same service warrants consideration. 

To assist the study of these overseas aspects, the table page B-9 shows com- 
puted mail revenues under UPU rates of table B-7 separated into their inter- 
national and overseas components. The lower portion of the latter table also 
shows the resulting unit revenues for that overseas traffic. 
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United States, international; and overseas airlines—calendar year 1949 (supple- 
mental)—computed revenues based on U'PU unit revenues (U'PU revenues—UPU 
ton-miles) applied to actual ton-miles 


COMPUTED FROM POST OFFICE DEPARTMENT DATA 


Unit Revenue 

Revenue | Ton-miles | revenue Actual based on 
based on based on | based on ‘sctual | UPU unit 

UPU | UPU UPU | ton-miles | “revenue 
scales distances ton- reported itimes actual 

| miles ton-miles 


Trans-A tlantic: Cents 


AOA De ee --------| $3, 449, 289 | 901 227. 99 , 652, $3, 538, 405 
PAA—Atlantic . 7 6, 514, 715 2, 667 219. 67 2, 5, 288, 592 
Pe Dh <eouie de stim mngnge nants =) ae ts ae 273 216.34 | 3, 3, 490, 994 

Caribbean and Gulf: 

American es sia ; 251, 601 38, 166 432. 56 421, 902 
aes Sg ee Re od 28, 425 , 203 308, 87 : 53, 638 
Colonial... : es | 25, 124 , 896 253, 88 25, 901 
Eastern ie a a eee 246, O82 213 384. 63 70, 270, 626 
National. . _- Ee chdenniabte de aa 27, 850 9, 893 281. 51 : 37, SAl 

South America: | 
Braniff- ed Sedke dea aaa saeauas 37, 493 | , 850 316. 40 21, 67, 786 
PAA—Latin America. : aie 6,605,941 | 4 245 208. 47 , 230, 758 


1, O88, 942 | 181 | 336.94| | 1 146, 961 


Pacific: 
| SRR : 5,134,171 | 1, 393 9 ‘ 5, 608, O83 
PAA—Pacific. -. ane 14, 173,879 | 5, 102 28 5, 16, 299, 073 
PAA—Alaska esate bile slackaetanatatle , 291,073 | 51, 564 285. 91 1, 128, 278 


United ik Secombe -------| 2,200, 722 


2, 72 452 B5. 65 2, 187, 650 


ge ees pales vesacnsrent Six etka wen 8, 203, 999 ‘ 9, 772, 215 51, 797, 388 


COMPUTED UNITED STATES AIR-MAIL REVENUES BASED ON UPU SCALES 


Foreign and 
overseas 


Foreign ! Overseas ? 


‘Trans-Atlantic: 
AOA 
PAA—Atlantic 
TWA 
Caribbean and Gulf: 
American 
C&s 
Colonial. 
Eastern... at on 
National ; 27 
South America: 
Braniff 10, ’ 
PAA—Latin America 2 3, 980, O83 2, , 95 6, 605, 
Panagra i > 1, OSS, 1, O88, 042 
UMCA... 
Pacific: 
Northwest... 
PAA—Pacific 
PAA—Alaska..__- 
United___. 


$3, 449, 289 
, 514,715 


_ 395, 465 


See footnotes at end of table, p. 912. 
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United States, international, and overseas -airlines—talendar 1949 ce 4" 
mental)—computed revenues based on UPU unit revenues (UPU revenues—UPU 
ton-miles) applied to actual ton-miles—Continued 


OVERSEAS ONLY? 


Computed 
Computed 
Mail ton- | average rev- 
UPU tev- miles ¢ enue/ton- 
miles 


Cents 

Caribbean and Gulf: Eastern 364, 215 $384. 62° 
South America: 

Braniff 26, 14, 378 3 186.30 

PAA—Latin America 3 895, 956 3 292. 98 
Pacific: 

Northwest 550, 457 283. 70> 

PAA— 2 2, 559, 414 3275.16 

PAA— 394, 627 327. 16- 
3 745, 375 3 285783 


8 5, 224, 422 | .......<----.- 





1 United States mail destined solely to foreign countries. including United States military mail both ways” 

? United States mail to and from United States territories and possessions only (Alaska, Hawaii, Wake; 
Sete Island, Guam, Samoa, Puerto Rico, Virgin Islands, and Oana) Zone), including military mai* 

oth ways. 

3 Revised figures. 

‘ Computed or estimated actual ton-miles. 


Comparison: Methods A and B, costs and rates, United States, international, and 
overseas atrlines—Calendar year 1949 


[Sources: Computed from CAB Form 41 recurrent reports and other data supplied by CAB staff] 
(See note at bottom) 


United States air mail in cents per revenue ton-mile 


| Method A—average cost ! Method B—simple allocation 2 
| 
I Di ck, eR et 
Cost’ | Total | 
Total } Total | plus | common | 
joperating| expense return joperating! 
| | vate | expense 





ee 

| | 

Trans-Atlantic: | 
92. 53 | | 

5 | 102. 48 

TWA ; 89. 37 | 

Caribbean and Gulf: | 

American 44. 66 | 

Cie S...... 107. 58 | 

Colonial ‘ ---| 133.47 | 

Eastern | 40. 93 | 

National 69. 11 | 

South America: 


Ss8 


S888 #28 
2 £28 


_ 


SESH SEH 
& 


_- 
SSeS 


Braniff 127. 12 
PAA—Latin America 75. 27 
Panagra 103. 81 
RRO A eet eae dbbnaie dude 125. 44 
Pacific: 
Northwest. | 70. 21 
PAA—Pacific ‘ | 86. 42 
57. 31 
RIM vid cnmanactnicechedeieamelbvepliens 48.75 

1 Average cost equals total operating expense (or total expense) divided by total revenue ton-miles of all 
traffic to obtain average cost per unit ton-mile. Ss 

2 Simple allocation costs, from total operating expense (or total expense). The combined expenses of: 
Passenger service, traffic and sales, and advertising and publicity accounts are first deducted (assumed 
allocable to nonmail traffic only in this method) and the remainder of total operating expenses (or total 
expenses) ‘divided by total ton-miles of all traffic to. obtain the “burden” of these common expenses allo- 
eable to each class of traffic. As United States mail has no other direct allocation, the result is the expense 
per revenue ton-mile for United States mail by this method. 

3 Equals cost (based on total expenses) ye 10 percent resurn (after income tax) on the proportion of 
total average investment applicable to mail traffic determined on the ratio of mail ton-miles to total ton- 
miles. 

Nore.—The 2 cost methods shown above are the most simple methods commonly used and are not to 
be considered as the only methods, nor acceptable without controversary; other or more refined cost-deter- 
mination methods may result in higher or lower costs than shown, but no one method has yet been gen- 
erally accepted as correct. 


== 
me 
nw 














Selec 





1 Sou 
2 Yea 
3 Yea 


Pri 
contr: 
routes 
which 
were | 
bids f 
Shipp 
points 

Oth 
mail, 
under 
rates, 
Since 
ocean 


“ 
x 
foreig: 
marin 
” Wh 
specifiec 
li “De 





SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 913 


Selected international airlines, 1949 and 1948—Average total operating cost in 
cents per revenue ton-mile ! 

















1949 1948 
ae fa 
Trans- Atlantic: Trans-Atlantic: 
De tN itchy cba a Rasl atelier out 89 | Ea aa ay fe eal og ok 86 
DLR RESE NA 3 MS BP ea 93 We Exes Ses Sek cel i's 86 
Mike Bk oO ln ge 97 Mod eee le 90 
{eee eee 102 Sabena__ fan ll bt dlae Bani. thas ail 91 
BOAC, including BSAA sated 2113 || PAA—Atlantic...................| 96 
| ‘TWA.. RO TREE 101 
TCA.. Palcd ne ws cbditdabehh: «abide 107 
| BOAC_....- a a eee eae 4 oR 3143 
European: i | European: | 
ee leaden baicee oni Seanad 86 || MEET ib iivesadanvesatepueancusiel 95 
MUR TIE hiirn dicta deta tdnivesticies sae 96 |) DUIS ckaliidcin ccs ctw = 121 
NEE scien. dro seasearne = cnkdiio<suen x uid 121 || Sf te ee ae 128 
TEC ee eer 13 || DDL...-... os ES Hh BR 129 
BEA...... Tigvanetdetuwtic’ 148 Ese ieinck tat <saceelbekce vs 130 
BEA.____. lias Shc Sita 173 
Re ate alent 213 
South American: || South American: 
PAA—Latin American. nocturne 75 || PAA—Latin American... sere 75 
NR ii co. tee oat 104 || Panagra.....__. Tae 108 
Chicago & Southern____ eee 108 || BSAA ee ee Se ae 113 
BSAA “es BOAC Atlantic). j } Chicago & Southern eee 116 
Braniff_. ise adaLit 127 || UMUA: 6-3... ss 157 
WP cicnteces pdassbbiicats iphones. also 127 || Braniff add é 179 
North Pacific: || North Pacific: 
NWA : ah cline isl dae eciecieg 7 | PAA—Pacific. ._. : i | 87 
PAA—Pacifie - pA CSAS SS 86 || NWA ft ia 99 
United (Hawaii) __ esd bee chialt Pk acs tee 49 |) United (Hawaii)... ioe 50 
PAA—Alaska._..........-.......-... | 57 |! PAA—Alska._- ; . 68 
South Pacific: | || South Pacific: 
We is Sey Subbten de SESS || NZNAC.. ou 64 
| | | ey 2 90 
| | 








1 Source: ICAO Document 7080, C/819, Dec. 12, 1950; data for Chicago & Southern and United added. 
? Year ending Mar. 31, 1950. 
3 Year ending Mar. 31, 1949. 


Part C. THe Mercuant Marine Act or 1936 
I. ITS SUBSIDY FEATURES AND THEIR OPERATION 


Prior to 1937, United States ocean mail was carried under two types of service’ 
contract and noncontract. Contract operators on selected national interest 
routes received mail payment combining service pay and subsidy in one sum, in 
which neither part was distinguishable as such. Such rates, on a mileage basis, 
were included in contracts made by the Postmaster General following receipt of 
bids from interested operators and after receipt of advice from the then existing 
Shipping Board as to the qualifications of the operators from the physical view- 
points. 

Other noncontract operators also carried ocean mail, at rates per pound of 
mail, as set by the Postmaster General within the maximum rates allowable 
under article 120.7 (a) title XII, of the Postal Laws and Regulations. Definite 
rates, which varied from time to time, were set under article 120.7 (b) thereof. 
Since 1937, the latter have conformed to the first three categories of the UPU 
ocean mail rates and since that date, both United States and foreign-flag 
operators have received the same rates. 

The Merchant Marine Act, 1936 (Public Law 835, 74th Cong.) resulted, in 
part, in delegating service payment for ocean mail transportation to the Post- 
master General (see pt. 120," Postal Laws and Regulations) and assigned to the 
Maritime Commission the determination and payment of any subsidies paid to 
ship operators. The Merchant Marine Act, 1936, states, in part: . 


“TITLE I—DECLARATION OF POLICY 


“Section 101. It is necessary for the national defense and development of its 
foreign and domestic commerce that the United States shall have a merchant 
marine (a) sufficient to carry its domestic water-borne commerce and a sub- 





1” While these definite rates conform to the three stated UPU classes in amounts, they are not directly 
specified as UPU rates. 
1"! “Definite rates’ shown under art. 120.7 (b) therein have been effective since 1946. 
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stantial portion of the water-borne export and import foreign commerce of the 
United States and to provide shipping service on all routes essential for main- 
taining the flow of such domestic and foreign water-borne commerce at all times, 
(b) capable of serving as a naval and military auxiliary in time of war or national 
emergency, (c) owned and operated under the United Statex flag by citizens of 
the United States insofar as may be practicable, and (d) composed of the best- 
equipped, safest, and most suitable types of vessels, constructed in the United 
States and manned with a trained and efficient citizen personnel. It is hereby 
declared to be the policy of the United States to foster the development and 
encourage the maintenance of such a merchant marine.” 

Under this act, the Maritime Commission (now Maritime Administration) was 
authorized, among other duties, to determine and pay eligible ship operators (on 
foreign-trade routes only) construction-differential subsidy, operating-differential 
subsidy, and/or reimbursement for the cost of certain certified national defense 
features incorporated in ships built for-such operators. The best compilation of 
the 1936 act, with subsequent amendments thereto, and the many related laws 
affecting Maritime practice, is compilation No. 55, second revision, of the Mari- 
time Administration, entitled ‘‘Merchant Marine Act, 1936” ete.; verbatim cita- 
tion of the pertinent sections of that work would be too lengthy for the present 
purpose and reference is therefor made to its title V, Construection-Differential 
Subsidy, and title VI, Operating-Differential Subsidy, for the basic legislation 
stated for these two features. 

The following is a condensed description of that part of the act relating to 
construction-differential subsidies: 

“The United States Maritime Commission is authorized under title V of the 
Merchant Marine Act, 1936 (46 U. 8S. C. 1151, et seq.), to grant subsidies to aid 
in the construction of vessels to be used by citizens of the United States on essen- 
tial trade routes in foreign commerce. This subsidy, designated in the act as the 
construction-differential subsidy, is designed to place United States shipowners 
on a par with their foreign competitors (for a vessel to similar but not necessarily 
identical specifications) ? through the payment by the Maritime Commission of 
the difference between United States and foreign construction costs. The me- 
chanics of the subsidy arrangement require the Maritime Commission to contract 
for the construction of the vessel by a United States shipvard and to contract 
concurrently for the sale to a ship operator at the estimated foreign cost of the 
vessel. 

“The amount of the subsidy is limited by the act to 33% percent of the actual 
cost of construction (exclusive of national defense features) except that upon 
receipt of convincing evidence that the actual differential is greater than that 
percentage, the Commission may, by the affirmative vote of at least four of its 
five members," grant subsidies up to but not in excess of 50 pereent. 

“Approval of an application for a construction-differential subsidy requires a 
determination by the Commission that ‘the service, route, or line requires 4 new 
vessel of modern and economical design to meet foreign-flag competition and to 
promote the foreign commerce of the United States.’ It must also determine 
that ‘the plans and specifications call for a new vessel which will meet the needs 
of the service, route, or line, and the requirements of commerce.’ The Commis- 
sion must obtain certification from the Secretary of the Navy that the proposed 
vessel is suitable for use in war or national emergency. 

“In addition to the subsidy, the Commission is authorized to pay the entire 
cost of any features incorporated in the vessel for national defense uses. The 
features are not specifically defined in the act. However, reference to sec- 
tion 501 (b) indicates that they are ‘such changes therein (to vessel plans and 
specifications) as may be deemed necessarv or proper in order that such vessel 
shall be suitable for economical and speedy conversion into a naval or military 
auxiliary, or otherwise suitable for the use of the United States Government in 
time of war or national emergency.’ ”’ "4 

To meet the requirements for determining the construction-differential subsidy 
authorized for each ship or group of ships, the staff of the Maritime Administra- 
tion first determines the foreign shipbuilding center to be used for the compara- 
tive costs, on the basis of: 


12 Supplied by ACS. 

13 See p. C-23 for effects of Reorganization Plan No. 21. 

4 Exeerpt from svecial renort by the General Accounting Office to the Comptroller General, July 11, 1949, 
printed in hearings: Inquiry Into the Operations of the Maritime Commission, etc., before House Com- 
mittee on Expenditures in the Executive Departments, July-September 1949, 
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(a) A center which has personnel, facilities, and experience necessary for 
construction of proposed vessel. 

(b) A center where it is economically feasible to build and obtain such a 
vessel. 

(c) Consistent with (a) and (b), a low-cost center. 

It then collects detailed foreign shipbuilding costs which include every phase 
of the shipbuilding process and are obviously extremely voluminous in detail. 
However, in general, about 70 groups of items account for about 80 percent of 
the material cost. of the vessel. Materials comprise about 45 to 60 percent of the 
selling price of the ship. The ultimate aim is to obtain the price of the United 
States ship under consideration “if it were constructed under similar ® plans and 

” in a foreign shipbuilding center (such price then being termed the 
fair and reasonable estimate of cost to the ship buyer), as defined by part of 
article 502 (b) of the act: 

“(b) The amount of the reduction in selling price which is herein termed ‘con- 
struction-differential subsidy’ may equal, but not exceed, the excess of the bid of 
the shipbuilder constructing the proposed vesse! (excluding the cost of any features 
incorporated in the vessel for national defense uses, which shall be paid by the 
Commission in addition to the subsidy), over the fair and reasonable estimate of 
cost, as determined by the Commission, of the construction of the proposed vessel 
if it were constructed under similar plans and specifications (excluding national 
defense features as above provided) in a foreign shipbuilding center which is 
deemed by the Commission to furnish a fair and representative example for the 
determination of the estimated foreign cost of construction of vessels of the type 
proposed to be constructed. The construction differential approved by the Com- 
mission shall not exceed 33% percentum of the construction cost of the vessel paid 
by the Commission (excluding the cost of national defense features as above pro- 
vided), except that in cases where the Commission possesses convincing evidence 
that the actual differential is greater than that percentage, the Commission may 
approve an allowance not to exceed 50 percentum of such cost, upon the affirma- 
tive vote of four members, except as otherwise provided in subsection 201 (a).”’ 

The difference between the acceptable bid of a United States shipyard, for the 
ship built to American standards, and that estimated foreign price is the maximum 
allowable construction subsidy. (In transposing foreign costs to dollars, World 
Bank official exchange rates are used.) The Maritime Administration actually 
contracts with the American shipbuilder at an agreed price and sells the ship to the 
American operator at not less than the estimated foreign price, thus absorbing or 
paying the difference in these amounts out of its appropriations. Such payment 
is therefore not made to the operator directly. 

To determine the comparable cost data required in the above computations of 
estimated foreign costs, accurate information must be gathered on wages, mate- 
rials, processes, and services of all tvpes that enter into the ship’s construction. 
For the United States costs, the Maritime Administration (MA) uses its own staff 
of men in the field and at headquarters. To obtain information on foreign 
shipbuilders’ costs, it relies to a large extent on the Foreign Service of the State 
Department, which is charged directly by law to render this service for it. At 
present, Foreign Service has only one man in the field abroad who is engaged solely 
or primarily in such construction cost work, and four men collecting operating 
costs, plus one supervisor in London. (It plans to increase this number to 12 
men soon for both construction and operating cost data.) 

For foreign construction costs, much of the information is available from normal! 
commercial sources with only a small part being difficult to obtain. These 
sources include commercial price lists, government publications on wages and 
materials, and statistical reporting plus direct inquiries. Determination of 
comparable productivity, overhead and profit margins are more difficult, In the 
past, the amount of foreign cost data so obtained was often insufficient or unsatis- 
factory for a completely accurate determination of comparable foreign costs and 
in such cases the Maritime staff bad to resort to approximations and assumptions 
based on their investigations of kindred costs. Of all the data required, wages and 
employee benefits present fewer difficulties due to availability of collective bargain- 
ing and other labor agreements, Government decrees and legislation, press 
notices, etc. 

Computations for the construction differentials are based on all the costs for the 
construction of the complete ship, including labor, material, overhead and profit 
Also. the estimated foreign cost of the vessel includes the comparable cost of 





i$ Originally worded “like plans and specifications.” 
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features required for operation under United States registry. In addition, the 
MA has in the past often paid costs of such phases as preparation of the bidding 
plans and specifications, inspection, standardization runs, furnishing and outfitting 
the vessel, etc. This procedure, although under some contention by the Comp- 
troller General, holds if the functions are performed by the Maritime Adminis- 
tration itself or for it by others. 

In addition te those amounts payable by the MA to. reduce the ship, cost to the 
American operator to that of estimated foreign cost, the MA is also charged with 
paying the cost of certified national defense features incorporated, The method 
of determining which features are eligible for this payment appears somewhat 
flexible, although the principle is that all such national defense features required 


by the Government over purely commercial requirements shall be paid for in full . 


by the MA, viz, section 501 (b) of the act: 

‘““(b) The Commission shall submit the plans and specifications for the proposed 
vessel to the Navy Department for examination thereof and suggestions for 
such changes therein as may be deemed necessary or proper in order that such 
vessel shall be suitable for economical and speedy conversion into a naval or 
military auxiliary, or otherwise suitable for the use of the United States Govern- 
ment in time of war or national emergency. If the Secretary of the Navy ap- 
proves such plans and specifications as submitted, or as modified, in accordance 
with the provisions of this subsection, he shall certify such approval to the Com- 
mission.” 

Qualifying this, the Fourth Intermediate Report of the House Committee on 
Expenditures in the Executive Departments concluded: ' 

“The national defense features inherent in any vessel were not contemplated 
for inclusion in the cost of the ship to the Maritime Commission under the act.” 


OPERATING-DIFFERENTIAL SUBSIDIES 


In the MA’s determination of operating-differential subsidies, the act sets forth: 

“Sec. 603 (b). Such contract shall provide that the amount of the operating- 
differential subsidy shall not exceed the excess of the fair and reasonable cost of 
insurance, maintenance, repairs not compensated by insurance, wages, and sub- 
sistence of officers and crews, and any other items of expense in which the Com- 
mission shall find and determine that the applicant is at a substantial disadvantage 
in competition with vessels of the foreign country hereinafter referred to, in the 
operation under United States registry of the vessel or vessels covered by the 
contract, over the estimated fair and reasonable cost of the same items of expense 
(after deducting therefrom any estimated increase in such items necessitated by 
features incorporated pursuant to the provisions of section 501 (b)) if such vessel 
or vessels were operated under the registry of a foreign country whose vessels 
are substantial competitors of the vessel or vessels covered by the contract.” 

It will be noted from the above, that there are five main cost classifications 
which form the basis of the necessary operating-subsidy determination, namely, 
insurance, maintenance, repairs not compensated by insurance, wages, and sub- 
sistence of officers and crew. However, the addition of the clause “and any 
other items of expense’’ (above) allows the inclusion of additional classes of 
expenses when deemed necessary and appropriate by the Maritime Administra- 
tion/Federal Maritime Board. 

The United States cost data are obtained principally from subsidized United 
States steamship operators. Information is also collected from domestic repair 
yards, ship chandlers, manufacturers and contractors, particularly with respect 
to the items of repair costs and stores, supplies, and equipment. The MA has 
encountered no difficulties in obtaining adequate United States operating cost 
data for use in calculation of subsidy rates. 

Pursuant to the provisions of Public Law 724 (79th Cong.) the collection of 
foreign data dealing with the operating practices and costs of foreign competitors 
has been the responsibility of the Department of State since June 30, 1948. The 
latter has four men in the field principally on this work, two in Europe where 
there is located a concentration of shipping as well as the home offices holding 
most of the records for the principal competitive flag operators. Difficulties have 
been encountered in the collection of adequate foreign operating costs which 
reflect the operating experience and practices of foreign ship operators, because of — 

(a) The reluctance of many foreign competitors to disclose any of their 
costs; 

(6) The paucity of pertinent compiled wage and price data abroad on 
any scale comparable to that of our Labor Department for United States 


1% P.17 of H. Rept. No. 1423, 81st Cong., Ist sess. 
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eo considerable. detailed data is obtained from specialized publica- 
ions) ; 
(ec) The great detail and specialty of the required cost data in such a com- 
plex industry; 
(d) Differences in practices regarding wages, taxes, employee benefits, 
union and working conditions, etc. 
(e) The rapidly changing wage, price, and monetary exchange conditions 
in many foreign countries. 

For the above reasons, the entire program of foreign information collection 
by the Foreign Service was reviewed by MA in collaboration with the Department 
of State and there has been inaugurated a new program for the collection of such 
data, setting forth the minimum requirements. 

As practiced in the past by the MA, the operating subsidy computations are 
extremely detailed and complex and require, first, costs of most of the numerous 
items of expense entering a ship’s operation. These include wages, materials, 
services, etc., and are carried to such detail as to make the computations a most 
formidable project. Because operating cost data on foreign operators are also 
extremely difficult to obtain, many approximations and secondary source informa- 
tion had to be used in some cases in order to prepare the most realistic estimates. 
This necessitated considerable use of judgment by the staff and MA Board mem- 
bers and hence past results were sometimes laid open to considerable argument as 
to accuracy of the estimates. This feature must be noted with care in framing any 
similar system for use in airline operations. For example, as a result of the recent 
Comptroller-General— Maritime Commission controversy regarding such ac- 
curacy (aired in extensive hearings before the House,!? 8lst Cong., in 1949 and 
1950), subsidy payments to operators have been held up altogether in some cases 
pending determinations of postwar temporary or permanent rates. In other 
cases, advance payments based on temporary rates have been made to the oper- 
ators subject to final payments to be based on permanent rates. Further, in the 
past, the MA did not make these computations available to the operator who 
could only make a general check of their accuracy, through his own data and 
general knowledge. A conference composed of representatives of the Maritime 
Administration, subsidized operators, General Accounting Office and the Bureau 
of the Budget will soon report out revised and simplified methods of procedure for 
the calculation of operating-differential subsidies in the future. 

As an example of the procedure used by the MA in such determinations, the 
following simplified outline of one computation is related: '* 

“In calculating operating-differential subsidy rates, applicable to the wages 
* ‘“* * of officers and crews, it is necessary: (a) to establish for each vessel 
design, within each vessel type, a typical manning for the particular United States 
vessels in respective services and (b) to estimate the crew complement that would 
be employed if such vessel were operated under the registry of the foreign com- 
petitors in respective services.” 

Next, compensation for each of such crews is obtained by applying the extensive 
data on such operating practices and costs collected from all the- available sources. 
These wage estimates also require inclusion of other payments by the ship operator 
such as old-age nsion contributions, unemployment insurance payments, 
bonuses, family allowance contributions, vacations, and similar benefits for 
employees in order to reflect estimated foreign and domestic costs of operation. 

he Merchant Marine Act provides for a comparison between the costs of 
‘operating the vessel under the American flag and the cost ‘‘if such vessel or vessels 
were operated under the registry of a foreign country whose vessels are substantial 
competitors of the vessel or vessels covered by the contract.’’ Hence, for each 
type of United States vessel operated on each subsidized trade route or service, 
the United States and foreign wage costs for each substantial competitor are de- 
termined and the difference in dollars is expressed as a percentage of United States 
cost. Each cost differential is weighted by the percentage of the total competition 
represented by each foreign flag on the subject route or service. The determina- 
tion of the composition of foreign-flag competition involves many auxiliary de- 
terminations accounting for number of ships, frequencies of sailings, amount of 
cargo, number of passengers carried, etc. oom all these data and computations 
there results a ‘“composite weighted operating-differential subsidy rate’’ expressed 
as an over-all percentage of United States costs. Applied to the subsidized United 
States operator’s total cost in the vessel ‘‘wages’’ category for the route considered, 
the dollar amount resulting is the computed excess of United States costs over 


1” Hearings before a subcommittee of the Committee on Expenditures in the Executive Depart ment 
House of Representatives, 8ist Cong. 

18 Excerpt from letter and attachments, December 8, 1950, from Maritime Administration to Senate In- 
terstate and Foreign Commerce Committee. 





918 SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 


comparable weighted foreign competitive costs and hence the subsidy due under 
the ‘“‘wages” account. Finally, under section 301 (a) of the act, it is: 

“Provided, however, that any increase in the operating expenses of the subsidized 
vessel occasioned by any change in the wage or manning scales or working condi- 
tions as provided in this section shall be added to the operating-differential subsidy 
previously authorized for the vessel.” 

In determining subsidy rates for the other costs eligible for subsidy, cost deter- 
minations must be developed in greater or less detail. Each provides a separate 
over-all subsidy percentage factor to be applied to the appropriate United States 
cost in each of the stated accounts. The dollar total of all these several separate 
account subsidies give the total operating subsidy accrual for the eligible ships and 
voyages. (See example, p. —.) 

Note that such operating-subsidies have been applied only to the specified direct 
vessel-operating costs and have excluded such items as fuel, general and adminis- 
trative, advertising and publicity; and similar indirect costs. However, the 
phrase “any other items of expense” of section 603 (b) has occasionally been in- 
voked to include the subsidization of subsistence of passengers. Also, the purpose 
of this operating subsidy is to place the United States operator at parity with 
foreign competition as regards costs of direct vessel operation and it is not a 
guaranty of profitable operations. That is, the American operator could con- 
ceivably receive the full operating subsidy for which eligible and, under certain 
adverse conditions, still have an over-all loss, or even ‘‘go broke.”’ (This, of course, 
differs from the “‘need” concept of the Civil Aeronautics Act and its fulfillment by 
the CAB in determining the mail and/or subsidy payments to the airlines.) 
However, the Merchant Marine Act also states: 

“Sec. 604. If in the case of any particular foreign-trade route the Commission 
finds the subsidy provided for in this part of this title in any respect inadequate to 
offset the effect of governmental aid paid to foreign competitors, it may grant such 
additional subsidy as it determines to be necessary for that purpose: Provided, 
That no such additional subsidy shall be granted, and no part thereof paid, except 
upon an affirmative vote of all the members of the Commission.” * 

The act does require that if a ship operator makes more net profit than 10 per- 
cent per annum “‘upon the contractor’s capital investment necessarily employed in 
the operation of the subsidized vessels, services, routes, and lines,” he must return 
to the United States Government one-half of any such profits over this 10 percent 
up to the limit of the amount of subsidy he may receive. The profits are computed 
annually and averaged and settled at the end of a 10-year accounting period 
(or the life of his contract). That is, if the net of ordinary profit plus subsidy 
amounts to 14 percent for the recapture period, then 2 percent is reimbursable, 
unless the reimbursable portion exceeds the subsidy (which is the maximum 
amount reimbursable). In practice, the following table shows the distribution 
of the computed subsidy under the five main accounts mentioned and the im- 
portance of each such account in the total subsidy amount resulting. 


Operating-differential subsidy summary—fiscal year 1950 '\—For 13 United States 
flag-ship operators (254 vessels) totals 


iy 
Pereent of | Operating ‘ Percent of 
total sub- Total differential | Estimated total sub- 
sidi domestic -, | subsidy 
sidized sont subsidy eeerus sidy 
cost : rates : accrual 


Subsidized items 


: 58. 27 59, 85 $43, 447, 000 000 | 77. 

Subsistence ___. coat al 8. 80 , 23. 20 2, 544, 000 ; 

Maintenance...._...........--.. 11.74 | 14,620,000 17. 28 2, 526, 000 | 

DOIG. aii i a Ee 8.55 | 10,647,000 21. 46 2, 285, 000 | 

Insurance: | 
Hull and machinery 7. 33 | 9, 137, 000 18.00 | 1, 644, 000 
Protection and indemnity : 5.31 | ‘ 50. 00 3, 309, 000 


' 


Total... poicchicaiel 100.00 | 124, 575, 000 7 55, 755, 000 
Subsidy payable, $39,788,000.? | 
| 








1 Computed from data submitted with letter from the Maritime Administration, Nov. 17, 1950, to the 
Senate Interstate and Foreign Commerce Committee. 

2 In the fiseal year noted. The difference between the estimated subsidy aecrual, above, and the subsidy 
payable is the estimated recapturable amount for the fiscal year noted. 


1 No payments have been made under this provision in the pas 
2 The Maritime Commission has interpreted this to be 10 ows .. after Federal taxes. 
21 Some withdrawals are possible under conditions set forth following. 
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The following table shows the proportion of total operating expense represented 
by those categories of costs subject to subsidy, for three typical operators in differ- 
ent geographical areas: 


Subsidizable expense as percent of total operating expense—Calendar year 1949 } 


| i | 
|Example A/Example B|Example C 
| | | 


| 


Onn ics citune 22.25 | 27.35 | 25. 35 
eee ne tue 2.73 | 3.79 | 3. 89 
Stores, supplies, and equipment. ____....._-.........-----.-.--. 2.91 | 4.90 | 5. 37 
Other maintenance expense... ........--..--..---+2++.-...+----- 1, 38 | 2.15 | 1.41 
aE  patiibauenie onees 3. 34 | 2, 80 3.73 
RE an ot Rg LS BL SE ERS SS Ld ot a SI 7.99 10. 57 8. 61 

Subtotal, subsidisable._.........-...---2-+-----2-+---------<-| 40, 60 51. 56 | 48. 36 

Other nonsubsidizable items (fuel, etc.) ........--....-.-.----. 9, 29 | 14. 97 | 17.31 

— —— — a = 

Total vessel operating expense (as percent of total operating | | 

IIE is dv < pais Seas sh ensihiw ect py wna sew nsnk enawe senses | 49. 89 66. 53 | 65. 67 
Other operating expenses (not subject to subsidy a a ae | 50. 11 33. 47 | 34. 33 
TN RT ek site css Sa ea isk igi cuca 100. 00 | 100. 00 | 100. 00 


FOR THE 3 EXAMPLES ABOVE, THE ACCOUNT PROPORTIONS COMPRISING TOTAL 





EXPENSE 
Total operating expensee.v. ...2.. - 2. 26d. cece .| 84.13 | 84.03 | 83. 61 
CINE, isck 5 « dpinelenaclyo-nnessenshdadunse vege Dilie <enseownesaaseiat | 8. 56 | 7. 51 | 8.77 
UI ne a dei 6. 67 | 6.85 | 6, 24 
RIOTS DIE OUT ORRIIONE, 5 5 so oo Sei oka cic adi nein ncccceccccs . 4 | 1.61 | 1, 38 
stdin dibant lb lgtinnialnisinttgihiietibcahiedljenrel cieninampnecanens 
eT alin he wanebtinenignank | 100.00 | 100.00 | 100. 00 
1 


ee 








! Cupane from eunehieted data submitted by Maritime Administration letter, Mar. 16, 1951, to Senate 
Interstate and Foreign Commerce Committee. 


? Includes administration, general, advertising expenses, and taxes other than Federal income tax. 


In addition to the above construction and operating subsidies, the act also 
rovideg other benefits to eligible ship operators in the form of certain relief 
rom income and excess profits taxes such as that provided under three types 
of funds: Construction reserve fund, capital reserve fund, and the special reserve 
fund. As the provisions of the act regarding these are lengthy and complex, the 
following condensed description was supplied by the Maritime Administration 


upon request: (with supplemental notes from conference supplied by the author 
and marked:*): 


CONSTRUCTION RESERVE FUNDS (APPLICABLE TO NONSUBSIDIZED OPERATORS) * 


Section 511 of the Merchant Marine Act, 1936, as amended, for the purposes 
of promoting the construction of “new ‘vessels and the ‘acquisition thereof by 
citizen-owners and operators of vessels in foreign or domestic commerce of the 
United States or in the fisheries, including part-owners of such vessels, authorizes 
the establishment under joint regulations of the maritime administration and the 
Secretary of the Treasury of a construction reserve fund of such owner-operator. 
In such an approved fund there may be deposited, with certain tax deferment 
benefits, proceeds from the sale of vessels and indemnities on account of losses 
of vessels. 

Also permissive deposits upon which income tax is not deferable include (1) 
earnings from the operations of vessels and (2) receipts in the form of interest 
or otherwise with respect to amounts previously deposited. 

In order to obtain the tax benefits authorized by section 511, deposits in the 
fund must be committed, within 2 years from the date of such deposit, under a 
contract for the construction or acquisition of an eligible vessel, except that the 
Maritime Administration has authority to extend the period for such commitment 
for a further 2 years. 

*Deposits in construction reserve funds are limited to: 

(a) Proceeds (including capital gains) from sale of a vessel. 
(6) Insurance proceeds from loss of a vessel. 
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(c) Earnings from operation of a vessel (i. e., net earnings without regard 
to any deductions for depreciation, obsolescence, or amortization with 
respect to those vessels). 

(d) Any interest accrued on the foregoing deposits. 

*All the above deposits are tax-deferred if eventually used for the purpose for 
which intended, namely, construction or conversion of a* vessel for the use in 
foreign or domestic trade, under the following conditions. The tax-deferment 
feature requires that no Federal income tax need be paid on such deposits; how- 
ever. when such a new vessel is constructed with these funds, in part or in whole, 
the depreciation base of the new vessel will be the actual acquisition cost less the 
amount of the tax-deferred funds of the above deposits that are so used. 

*In the event the above funds are not used for new construction, either because 
of expiration of commitment limitations or because of voluntary withdrawals, 
the company will be obligated to pay the tax on such deposits as of the year in 
which earned. 

*Such deposits must be made within 60 days after being received. Also, 
administration of this fund is under regulations issued jointly by the Treasury 
Department and the Maritime Administration. 


CAPITAL RESERVE FUND (APPLICABLE ONLY TO SUBSIDIZED OPERATORS)* 


Subject to the applicable provisions of the act and the rules and regulations 
adopted and prescribed by the administration from time to time, there shall be 
created a capital reserve fund subject to the joint control of the operator and the 
Administration. 

Briefly stated, deposits in this account are made up of the following: 

(a) Proceeds of all insurance and indemnities received by the operator 
on account of total or partial loss of any subsidized vessels (in excess of 
repair expenditures on partial losses). 

(b) Proceeds of sales or other disposition of any subsidized vessels. 

(c) An amount equal to the annual depreciation charges on the subsidized 
vessel(s) owned by the operator (computed on a 20-year life of such vessels) 
actually earned during the accounting year, from operations of the vessels 
and services incident thereto. 

(d) Such part of the company’s annual net profits (without regard to 
capital gains and losses) from subsidized operations and service incident 
thereto, that the Administration may determine as necessary to further 
build up a replacement fund for subsidized vessels, such deposit to be made 
from net profits (cumulative to date deposit is to be nate’ which are in 
excess of 10 percent per annum based on the operator’s capital necessarily 
employed in the operations and services incident thereto of subsidized vessels. 

(e) Such additional amounts, with the prior approval of the Administra- 
tion, desired by the operator, by transfer from the special reserve fund or 
otherwise. 

During the period of the operating agreement, disbursement may be made from 
the capital reserve fund, generally for the following purposes and no other. 

(1) Payment.of the principal when due on all notes seeured by mortgage on the 
subsidized vessel(s) held by the Administration, or given with the prior approval 
of the Administration for the acquisition of such -vessél(s). ; 

(2) Payment of any sums owing but not yet due on such notes so secured. 

(3) Payment of the principal sum when due of other notes secured by mortgage 
on the subsidized vessel(s) given subsequent to the acquisition of such vessels by 
the operator. 

(4) Withdrawals for the purchase of replacement vessels or reconstruction of 
vessels, or additional vessels to be employed by the operator on an essential 
foreign-trade line, route or service osientiil by the Administration. 

(5) Payment of the principal when due of notes secured by purchase money 
mortgage on any such vessel. 

(6) Payment of any sums owing but, not yet due on such notes so secured. 

(7) If during any accounting year, the operator’s general funds have become 
seriously depleted by operating losses on the subsidized vessel(s), and the special 
reserve fund has been exhausted, the Administration may, in its discretion, permit 
the operator to temporarily withdraw from its capital reserve fund, such excess 
therein, over and above the amount necessary to pay the principal amount cur- 
rently due or about to become due on the operator’s mortgage obligation of sub- 
sidized vessels, provided that the sums so withdrawn shall be repaid to the capital 
reserve fund as soon as the operator’s financial condition shall in the judgment of 
the Administration permit. 
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(8) Subsidized operators owning unsubsidized vessel(s) whose purchase, con- 
struction, reconstruction, reconditioning or improvement has heretofore been 
authorized by the Board, or hereafter authorized, may utilize the capital reserve 
fund under the following limitations: 

(a) The total amount required to be deposited in the fund with respect to 
anv unsubsidized vessel(s) shall be limited to the amount so withdrawn. 

(6) The total amount withdrawn for payment of notes secured by mort- 
gage on any unsubsidized vessel(s) shall in no case exceed the amount de- 
posited in the fund on account of depreciation of such vesse] up to the time 
of such withdrawal. 

(c) Except as otherwise authorized by the Administration, if any unsub- 
sidized vessel shall be operated otherwise than on an essential foreign trade 
line, route, or service approved by the Administration, then such fund shall, 
prior to such operation, be reimbursed for the balance of the amount so 
withdrawn. 

*All amounts deposited in the fund are on a tax-deferred basis in accordance 
with tax-settlement agreements closed with the Treesury Department (in 1946) 
for war period deposits and for those made subsequent to thet date, and on a tax- 
exempt besis for prewar deposits. Under the agreements both the tax-exempt and 
the tax-deferred amounts are equally taxable if paid out of the reserve funds into 
the contractor’s general funds or distributed as dividends or bonuses, or if the 
subsidy contract is terminated. The tax-exempt amounts completely escape 
taxation, however, if they are used in the acquisition or reconditioning of vessels, 
since the tax-exempt income is includible in the tax basis of the vessels. The tax- 
deferred amounts, on the other hand, are not includible in the tax basis of an 
acquired or reconditioned vessel and presumably the amount of deferred tax 
would later be collected. Despite the reduction in basis, however, the operator 
using tax-deferred funds is required to compute depreciation for purposes of the 
capital reserve fund on the basis of total acquisition cost. Accordingly, so long 
as the subsidy continues, the tax-deferred amounts are effectively removed from 
income and excess-profits taxes, and the tax benefit on tax-deferred amounts is not 
diminished. 


Special reserve fund 


A subsidized operator is required to deposit in the special reserve fund created, 
maintained, and under the joint control of the Administration as in the case of 
the capital reserve fund, the following: 

(a) At the expiration of each accounting year, the amount, if any, the 
net profits (without regard to capital gains and capital losses) from operations 
and services incident thereto of subsidized vessels, in excess of 10 percent per 
annum on the operations, after deducting payments required of deposits 
for depreciation. ‘*Since 1949, it has been the practice of the Maritime 
Administration not to pay subsidy accrual until the recapturable portion is 
determined and then that portion is withheld from payment. 

(b) Any additional amounts with the prior approval of the Administration 
that the operator may desire to deposit. 

Disbursements from this fund may be made for the following purposes: 

(1) Reimbursement to the operator’s general funds for any losses in the opera- 
tion of the subsidized vessels and services incident thereto, sustained during the 
period of the agreement. 

(2) Reimbursement to the operator’s general funds for current operating losses 
on a completed voyage basis, whenever the Administration shall determine that 
it is improbable that such current losses will be made up by profits on other 
voyages during the current year. 

(3) Transfer to capital reserve fund, with the prior consent of the Administra- 
tion in each case, of such amounts as the operator may desire. 

(4) Payment of amounts (recapturable) due from the operator to the Adminis- 
tration as reimbursement for operating-differential subsidy subject to the act, 
rules and regulations of the Administration and contract provision. 

(5) Withdrawal, if the Administration approves, for payment into the operator’s 
general funds, or for distribution as a special dividend or as a bonus to officer or 
employees, of some or all of the excess over 5 percent of capital necessarily em- 
ployed in the business, remaining in the special reserve fund after disbursements 
under the contract provisions, or rules and regulations as prescribed by the 
Administration. 

As first stated in this section, one objective of the act was to place the American 
operator on an equal vessel operating basis, costwise, with competing foreign 
operators and thereby “foster the development and encourage the maintenance of 
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such a merchant marine,” in the interests of national defense and the foreign 
and domestic waterborne commerce of the United States. In response to several 
queries, both the Maritime Administration and typical subsidized operators 
replied that the act has met this ebjective. Some operators who preferred to 
carry on completely unsubsidized (and hence outside the restrictions imposed on 
subsidized operators) have recently expressed the intent of also applying for sub- 
sidy in the near future due to continually rising United States costs placing them 
at a progressive disadvantage with their foreign competitors. Hence, it is likely 
= there will be more, rather than less, subsidized operators in the immediate 
uture. 

When an operator applies for eligibility for operating-differential subsidies, his 
application is considered by the MA Board as to whether his vessels, methods of 
operation and routes meet the standards and eligibility requirements laid down 
in the act. No such application shall be approved by the Maritime Administra- 
tion unless it determines that: ” 

““(1) The operation of such vessel or vessels in such service, route, or line is 
required to meet foreign-flag competition and to promote the foreign commerce 
of the United States, and that such vessel or vessels were built in the United 
States, or have been documented under the laws of the United States not later 
than February 1, 1928, or actually ordered and under construction for the account 
of citizens of the United States prior to such date; 

(2) The applicant owns, or can and will build or purchase, a vessel or vessels 
of the size, type, speed and number, and with the proper equipment required to 
enable him to operate and maintain the service, route, or line, in such manner as 
may be necessary to meet competitive conditions, and to promote foreign com- 
merce; 

‘“‘(3) The applicant possesses the ability, experience, financial resources, and 
other qualifications necessary to enable him to conduct the proposed operations 
of the vessel or vessels as to meet competitive conditions and promote foreign 
commeree; 

“(4) The granting of the aid applied for is necessary to place the proposed 
operations of the vessel or vessels on a parity with those of foreign competitors, 
and is reasonably calculated to carry out effectively the purposes and policy of the 
act.” 

Where applications are filed for an operating subsidy with respect to a foreign 
service that has not already been declared as essential by the Board, the Board, 
following a study and recommendation by its staff, determines whether or not the 
service is essential. If the service is considered essential and there are United 
States flag operators other than applicant operating on the service involved, a 
public hearing is first held pursuant to section 605 (c) of the 1936 act to determine 
whether or not a contract should be awarded to the applicant. If no other United 
States flag operator is operating on the service involved, a public hearing is not 
necessary to the determination by the Board as to whether or not a contract 
should be awarded in accordance with section 601 of the act. 

Operating-subsidy is applied to routes and vessels rather than to operating 
companies so that an operator might, and does, operate both types of service, 
but is restricted from operating unsubsidized vessels in competition with other 
stibsittized lines,“except with specific MA approval. However, for those serv- 
ices ‘so subsidized, the operator must abide by certain obligations, limitations 
and restrictions laid down by the Maritime Administration. Such obligations, 
etc., relate to the number, type, speed, and capacity of vessel, fixed schedules 
required and frequencies to be approved by the MA, confinement to specified 
routes, limitations on salaries (none in excess of $25,000 per annum), disassocia- 
tion from shipbuilding and similar auxiliary activities, use of American supplies 
and materials whenever practicable, repairs limited to American ship repair 
yards (unless MA approves otherwise), and many other conditions relating to 
employees, accounts, standards of operation, practices, etc. 

Of interest is the cost to the United States Government in administering the 
two main subsidy provisions of the act. For administration of the construction 
and operating subsidies only in fiscal year 1951, the MA employed 323 persons 
with a total salary budget of $1,530,725, in its departmental offices and in the 
field in the United States. To this should be.added travel and field administrative 
costs of approximately $90,000, and an estimated cost, to the State Department of 
$150,000 for its several Foreign Service representatives (wages, travel, and some 
administrative costs) engaged solely or primarily on data collection work (both 


# From Comptroller General's lette® March 12, 1951, to the Senate Interstate and Foreign Commerce 
Committee. 
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for construction and operation subsidy data) for the MA. The total cost of 
administration * of both, excluding any prorated cost of the executive levels of 
the Maritime Administration or State Department, therefore amounts to about 
$1,771,000 for the fiscal vear 1951. 


Il. REORGANIZATION PLAN NO. 21 OF 1950 


By the President’s Reorganization Plan No. 21 of 1950, effective May 24, 1950, 
the Maritime Commission was abolished as such and its functions transferred to a 
new Federal Maritime Board and a new Maritime Administration within the 
Department of Commerce. ‘The plan states, in part: 

“It transfers to the Board the regulatory functions of the Commission and 
definitely guarantees the independence of the Board in the performance of these 
functions. In addition, it vests directly in the Board the determination and 
award of construction and operating differential subsidies. In the performance of 
its subsidy functions, the Board will be subject to general policy guidance by the 
Secretary of Commerce. The Board, however, and it alone, will determine to 
whom subsidies shall be granted and will make and award subsidy contracts. 
Its action therein will be conclusive and will not be subject to modification by any 
other agency or officer of the Department of Commerce. The other functions of 
the Maritime Commission, including carrying out the subsidy agreements made 
by the Board and administering the various operating programs, are trapsferred 
to the Secretary of Commerce for administration through the Maritime Adminis- 
tration. * * *” 

“The Maritime Board will consist of three members appointed by the President 
with the consent of the Senate for overlapping terms of 4 years. * * * The 
Chairman will be designated by the President from members of the Board and will 
be, ex officio, the Maritime Administrator and as such the head of the Maritime 
Administration.” 

‘Because of the magnitude and importance of the transportation functions 


_ transferred to the Department of Commerce by the reorganization plan, I have 


found and hereby declare that it is necessary to strengthen the top administrative 
structure of the Department by providing for the appointment and compensation 
of a new Under Secretary of Commerce for Transportation. * * *’ % 

The old Board of the Maritime Commission was composed of five members, of 
whom four had to concur for construction subsidies exceeding 3314 percent. As 
the new Federal Maritime Board is composed of three members, two of these three 
must concur on such construction subsidies by the Board’s interpretation of the 
plan. 


Part D. Comparisons or Unitep States FLAG And ForEIGN-AIRLINE WAGES 
AND Costs 


Under the directive initiating this report, it is not within its scope to promote nor 
oppose the policy of adoption of maritime subsidy practices to United States 
iaseenhtionsh edtaiien, but rather to present unbiased factual data, pro or con, 
needed in such policy determinations. 

As related in another part (see p. C-7, bot), the Merchant Marine operating- 
subsidy is based mainly on five classes of subsidized costs. For 13 United States- 
ship operators in fiscal year 1950, the relative proportion of each class to their total 
subsidizable expenses were: wages, 58 percent, subsistence, 9 percent; maintenance, 
12 percent; repairs, 8 percent; and insurance, 13 percent. 

The following tables * show the proportions of expenses (in the “direct operat- 
ing’ and the “‘total’’ expense classifications) for each type of expense for a major 
United States airline in each of the three main geographical areas. It will be noted, 
for example, that, if wages alone were the criterion, that account classification 
would cover approximately 30 percent of direct operating costs, or, also including 
ground and indirect wages, 37 percent of total operating costs. The relative dollar 
importance of each of the other accounts, or any combinations thereof, is apparent 
from inspection. 





23 From requested data submitted by the Maritime Administration and from information supplied by the 
State Department. 


% Seé March 13, 1950, Release of the Executive Offices of the President on Reorganization Plan No. 21 
with text of the plan attached. 
% Computed from CAB Form 41 Reports, schedules B-2 and B-3. 
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Percent of total aircraft operating expenses 
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! Less than % percent. 


2 “Total operatin expense” combines ‘‘Total aircraft operating expense’ and ‘Ground and indirect 
expense’; i. e., combines “direct”? and “indirect and overhead’ expenses. 


To obtain detailed foreign cost data in international aviation operations, com- 
parable to that required in the past by the Maritime Administration for its sub- 
sidy computations, the task appears relatively as difficult, at least. This is partly 
due to the comparative newness of aviation, the smaller size of its operations and 
number of employees, its rapid progress and constantly changing status, and its 
specialized occupations. Most standard compilations of wage and cost data for 
foreign countries show only a limited number of broad classifications or, where 
hourly wages by occupations are shown, either insufficient coverage or occupations 
not directly usable in aviation operations. Examples are: 

1. International Labor Office Yearbook of Labor Statistics (yearly).—A compre- 
hensive compilation of United States and foreign employment, hours of work, 
hourly wages, and earnings, cost of living, etc., but only available about 2 years 
after the fact. Wage data by industries are shown for a considerable number of 
the more established industrial classifications with ‘‘Transport’’ classification 
combining its several forms in most cases, or in combinations not directly com- 
parable. ‘‘Wages in 30 Occupations” include six occupations under ‘Transport,’ 
but these are chiefly for drivers, conductors, porters, etc., and inapplicable for 
aviation purposes. 

2. United Nations Monthly Bulletin of Statistics —Also a compilation of in- 
ternational data of economic statistics including parts on wages and prices by 
countries, but again the classifications are broad and lacking detailed subdivision. 

3. Publications of the Foreign Statistical Information Office, United States Labor 
Department.—Britain, Franee, Denmark, and a few other close European coun- 
tries do publish labor and wage statistics to an extent that they are useful for 
broad comparisons, but their value decreases as detailed job classification data is 
sought. As one moves further east, such data becomes increasingly more scant. 
This Office does periodically publish accumulated wage rates of job classifications 
for a few major countries, but this is not repeated on any regular schedule. It 
also maintains representatives abroad who could assist in obtaining additional and 
more detailed wage and cost data and it actually performed this service for the 
Maritime Commission before World War II. 

4. Collected data from foreign trade magazine and press reports, union agree- 
ments, government decrees, etc. Such data is fragmentary, and in any use would 
have to be analyzed and coordinated by a competent staff. 
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5. International Civil Aeronautics Organization Statistical Summaries (fleet and 
personnel), issued yearly.—These compilations are the most usable references found 
for the purposes under consideration in that they are— 

ft) Compilations of number of employees and total wages in eight account 
classifications, almost comparable to some of our United States airline expense 
accounts reported to CAB, but in far less detail; 

(2) Specifically for international airline operations of member nations; 

(3) Based on official data formally submitted by each government. 

Referring to (1), above, the number of employees are reported for the midyear 
and year-end and as these vary appreciably in many cases, simple division using 
either or an average, of these, may result in considerable inaccuracy in obtaining 
the average wage in an account. Compensations for United States airlines shown 
therein are from CAB Form 41 reports and show compensation per annum at 
regular rates of pay for the average number of employees during the year-end or 
last one-quarter period. Foreign airline compensations are reported to be the 
aggregate of compensation for the year for varying numbers of employees. These 
publications are currently being made available more than a year after the period 
covered in the data, the 1949 data still being unavailable (March 1951). 

As these data are the most ready and appropriate yet found, they have been 
used to obtain the following table of comparable wage rates for United States and 
foreign airlines. (See table, p. D-5.) It should be noted that ICAO’s conversion 
from the rates shown in foreign currency to United States dollars is based on the 
official governmental exchange rates prevailing at the end of the period for which 
reported, rather than on actual exchange rates. In this table, foreign airlines’ 
total wages were divided by the average of the number of employees reported at 
the end of the previous year, at the midyear point (weighted twice) and as the 
reported year end; and by the year-end number for United States-flag operators 
to conform with the variance in reporting methods. 
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928 SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 


The above computation contains no weighting for the proportional amount of 
competition by each such foreign airline nor weighting due to their varying degree 
of competition over separate segments of PAA’s winls route, nor many other 
refinements employed in similar determinations of subsidies by the Maritime 
Administration. Further, the wages and salaries of all employees, including 
indirect and. administrative classifications, are included in this example, while 
these two classifications are excluded in the Maritime Administration’s pro- 
cedures which uses only vessel operating (direct) wages. 

The above example is confined to comparison of airline wages and salaries only. 
Such wage and salary date appears to be the most easily obtainable data for air- 
line operations. For a similar example of comparison and subsidy determination 
for subsistence, no similar collected airline data are reported by ICAO nor in any 
other known reference, at present. To obtain subsistence, maintenance, repair, 
insurance and any other such classes of data that would be required if these were 
used for additional subsidy bases, it would be necessary to parallel the foreign 
services and domestic research employed by the Maritime Administration for 
similar purposes, unless ICAO could be prevailed upon to so expand its collection 
and reporting services for such needs. (There is no major problem involved in 
obtaining data on the United States-flag airlines as the present CAB Form 41 
reports show wage and other costs in considerable detail, with only a few excep- 
tions.) 

It must be noted that the above wage comparison example is based on the 
dollar equivalent of foreign wages and not on relative purchasing power of the 
remunerations in each country. Further, no investigation has been attempted 
to determine either the justification for the actual numbers of employees reported 
by each airline nor the propriety of the reported wage and salary rates. Nor 
have any factors been estudio’ to adjust the compared number of employees for 
the relatively greater efficiency and productivity of American workers, as this 
involves extensive additional data and computation if this factor is adjudged a 
necessary ingredient. It might be argued that this is already allowed for in that 
the total payroll of the American airline operator is the basic amount used and 
may already be relatively reduced due to the fewer American employees required. 
However, it could be otherwise as well. For such adjustments, it would be 
necessary to determine the number of employees (or their compensation) used by 
each United States and foreign operator for a given task, unit of productivity or 
for a given amount of revenue, etc. 

An approach to this end is embodied in the following table (see tables, pp. 
D9 and 10) using data from the ICAO statistical summaries for 1948 (supple- 
mented by year-end number of personnel in the 1947 report) applied to repre- 
sentative international airlines. The comparisons on these bases differ 
appreciably than when wage rates alone are compared. However, this com- 
parison must be qualified as some airlines may invest more heavily in labor-saving 
devices and employ more mechanization, hire more outside services (like main- 
tenance) and thus show fewer employees in an account than fairly comparable 
with that shown by another operator. Further, the relative output per employee 
may be due in part to differences in load factors, or to relative speed, efficiencies 
and size of the aircraft operated by each airline, or the different sizes of operations. 

To adequately include the qualifying effects of the many conditions necessary 
for fair comparison of foreign and domestic costs would obviously require a staff 
commensurate with the degree of detail required by any such law. There are no 
insurmountable obstacles to making such cost. comparisons but the most extreme 
care in framing such legislation, if so desired, would appear both logical and 
indicated by this limited study of the operation of the predecessor Merchant 
Marine Act, 1936. (A detailed analysis of each bill or proposal on this subject 
now before the Senate Interstate and Foreign Commerce Committee is beyond 
the scope of this present work.) 
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Part E. Susstpy 1n INTERNATIONAL AIRLINE OPERATIONS AND NATIONAL 
DEFENSE NEEDS 


In the operations of international airlines, the absence of any direct control 
by the United States over foreign competitors adds an aspect not present in 
domestic operations. Any indirect control attained is through negotiation and 
agreement rather than through direct legislation possible domestically. Such 
negotiations result in trading advantages or concessions which likewise brings the 
influenee and varying degrees of indirect control of foreign governments into our 
own international operations. As all United States flag airlines are private 
enterprises, yet instruments of national policy as well, they must act through our 
Government in such negotiations of reciprocal rights, ete., and also depend upon 
it for support similar to that enjoyed by their foreign competitors. As none of 
the United States international airlines are yet financially self-supporting, they 
have been ee upon Government financial aids to insure their continued 
operation and solvency. The policies followed by other nations in this regard 
are therefore of interest. 

Some foreign governments wholly own their international airlines as in Great 
Britain and France where these airlines also enjoy a monopoly of their Govern- 
ment’s air services within their spheres. In other European and world areas, the 
degree of government ownership and control varies from substantial to minor or 
none. In addition to such capital participations, many governments aid their 
air carriers by granting subsidies or other financial aids, the most common forms 
being: 

Direct financial payments. 

Air-mail payments exceeding the economic rate for the work done. 
The provision of navigational facilities. 

The provision of aerodrome facilities. 

The provision of aircraft. 

Taxation concessions. 

The financing of aeronautical research and development. 

The reference above cited also contains considerable collected data showing the 
development of such foreign subsidy practices, and describes the amounts and 
methods of payment under a separate section devoted to each of six European 
countries, Canada, and the Union of South Africa. Another reference, Statistical 
Summary, Taxes, Subsidies’’ (No. 12 for 1947; No. 13 for 1948), is published 
yearly by the International Civil Aviation Organization and contains brief state- 
ments of governmental subsidy forms, sources and amounts as reported by 17 of 
its member nations. The [CAO yearly publication, Statistical Summary, 
Financial Data (No. 6 for 1947; No. 7 for 1948), also shows operating mail revenues 
received and an additional item entitled: ‘“Government Payments Not Allocated 
Elsewhere,” for each foreign international airline. 

The following summary is quoted from data submitted by one carrier?’ as an 
aid in this part of the study: 

“Great Britain.—Financial aid is provided by direct Exchequer grants and by 
issuance of securities under Government guarantees. Air-mail payments are 
considered purely compensatory for service rendered. 

“France.—Financial aid: Entire capital account, estimated at 6 billion francs, 
is provided by the Government; yearly direct financial aid is paid under various 
agreements with the Government. Air-mail payments for international service 
paid at UPU rates. 

“‘Belgium.—Financial aid received in form of subscription to capital account by 
the Belgian state and by the Belgian Congo. It also receives direct aid in the form 
of repayable credits for purchase of aircraft. Air-mail payments are those fixed 
by UPU. 

“Switzerland.—Financial aid: Receives no direct financial aid from the Govern- 
ment. Air-mail payments are those fixed by UPU. 

“« Netherlands.-—-Financial aid: Has received loans on long-term basis, but no 
direct aid is shown in reeent years. Air-mail pevenres are based on UPU rates. 

“Scandinavia.—Finencial aid: The consortium, SAS, does not receive direct 
financial aid, but the three individual partners each are aided by means of direct 
grants, guaranteed loans, etc. Air-mail payments are based on UPU rates. 

“Canada.—Financial aid: Government provides for operating deficits. Air- 
mail payments: Have been on the basis of negotiated service rates since 1946, and 
none of the rates are believed to be in excess of the UPU rate.”’ 


NOP errr 





2% Cooper, John C., Government Financial Aid to Foreign Air Carriers, Legislative Reference Service, 
the Library of Congress, October 1950. 

2”? Part of enelosuvre with letter from Pan American World Airways System, March 2, 1951, to H. E. 
Weihmiller, Washington, D. C., submitting requested data. 
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The aggregate amounts of foreign airline subsidies are not tabulated here as 
their full determination would require lengthy investigation and segregation. 
Reference is made to the cited sources for more detailed data, there presented in 
rather compact and systematic form. 

In the past, subsidies paid to United States international airlines were made 
through the medium of mail payments, combining undetermined mail service 
payment with such subsidies. These mail payment rates were determined by 
the CAB in fulfilling its mandates under the Civil Aeronautics Act of 1938. If mail 
service payment is separately determined, or’set at UPU rates, and isolated, sub- 
sidy payments under some proposals may include those for offsetting lower wages 
and costs of foreign operators, as discussed under part C herein, and/or payments 
to offset foreign subsidies above noted, and the compensation necessary for con- 
tinued operation of uneconomical routes required in the national interest. 

Under previous procedures, the Civil Aeronautics Board made a tentative de- 
cision on a new route certification and then submitted this to all the executive 
departments, including State and Defense, for comments. In the light of repre- 
sentations made by these departments in their replies, the CAB made or altered 
its decisions. This procedure prevailed up to 1946. Thereafter, CAB sent its 
tentative decisions to the President for approval through the Bureau of the 
Budget, which in turn solicited the views of each Department. In new cases, 
however, for which new procedures are being established, each Department will 
be called upon to present its interest and recommendations prior to the Board’s 
decision. This will be done in executive sessions, of course, if the subject matter 
discussed requires, and disciosure in the public record or opinion may be absent. 
If so, the problem of combining any subsidy based on such needs with other sub- 
sidies, the mechanics and practicability of accomplishing this procedure and the 
effects of concealment become policy determination matters. 

Respectfully submitted. 

H. E. Weramiiuer 
Director, Aircraft Consulting Service, Washington, D. C. 


Conversion tables 














. 06749 | Gold francs/kilogram. 


Multiply— By— | To obtain— 
METRIC TO UNITED STATES 
Postal gold frances... 32. 6693 | Cents (United States). 
et mate . 08527 | Ounces. 
Kilograms___......_- wake.t 2. 20462 | Pounds. 
ec ite KVR. UA Nisa doers 1, 10231X10-* | United States tons, short. 
BI is dic Rad devin beads eeee as Ri kh Ridetomtiuebk, <b iss by . 984206 X 10-3 | United States tons, long. 
Kilometers. ._..........-- 1hh a dane 5 Sn opucaipeintes kote . 621370 | Miles. 
Metric ton (1,000 kilograms) __............-.-.-.-2.2-.-.-_- 1. 10231 | United States tons, short. 
Motrie ton-kilomieter 222 ee ec . 684943 | Ton-miles. 
Gold francs/metric ton-kilometer.__._................-..-- 47.741 | Cents/ton-mile. 
OR TI a in widinine ccpeetlaweriddc beinkaninensn 14.817 | Cents/pound. 
UNITED STATES TO METRIC 
tte lstnn abcde Bares is Boe teen ddan ek ee a On ea 3.06098 | Postal gold francs. 
Cenee. seek he Re seas as 28.35 | Grams. 
PON. ies ois al aececissatas Li tes . 453593 | Kilograms. 
Te Seats Cees MONE) cc ce. kota caens Sih 907. 185 Do, 
Ton, long (2,240 pounds) - - oo 1, 016. 047 Do. 
WOM bi le eee lo eb coh Sea dkcs etd waddstekasckalen 1.60035 | Kilometers. 
Ton, short (2,000 pounds) ___._-_-.__.- teeth ts Lh < iuhbtielbed . 907185 | Metric tons (1,000 kilo- 
grams). 
NI ic sci:k, <= ich, cor hen ede Seca hed alone renee 1.45998 | Metric ton-kilometers. 
A Ne SONI oe nnn tn ahainwn ibestokduimuci: taboo . 0200463 | Gold francs/metrie ton- 
kilometer. 


UPU rates 





. UPU rates in 
in postal | dollars (United 
. _ S|) States) per ton- 
per ton- mite 
kilometer 
L£—Setpere, cteds (entegene BR) oon nh oddone esp dap beetcdimenkt 6.0 | $2.86 ($2. 86446) 
LAS Epthere, Gans (ORROBOTG Bo ions a onc pve hawk a nocc cscuesccecevescecne 3.0 1.43 ($1. 43223) 
AO—other articles and parcel post... ...........-.-.-.-...---.-------.----- 1.5 . 72 ($0. 71612) 
PORE ccrccnccncndech donated daca trtnsianat pedis gach Soaighek tema 1.0 48 ($0. 47741) 


Prepared by Aircraft Consulting Service, Washington, D. C., March 1951. 
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BRITISH EMBASSY LETTER AND ATTACHMENTS 


British EmBAssy, 


Washington, August 28, 1951. 
320.4 


Mr. Epwarp C. Sweeney, 
Senate Interstate and Foreign Commerce Committee, 
Senate Office Building, Washington, D. C. 


Dear Mr. Sweeney: I enclose herewith as promised a paper setting out the 
views of the Ministry of Civil Aviation concerning air mail conveyance rates 
and giving details of the rates at present being paid to the two British airline 
corporations. I also enclose a paper giving the views of the BOAC on the same 
subject. 

I shall look forward to hearing your reactions to the views expressed in these 
papers which I assume you have not already seen. 

With best wishes, I remain, 

Yours sincerely, 
E. I. R. MacGreaor, 
Assistant Civil Air Attaché. 


{Paper forwarded by Sir Arnold Overton, K. C. B., K. C. M. G., M. C., Permanent Secretary, Ministry 
of Civil Aviation, On July 3, 1950, to the Committee of Public Accounts] 


Arr Mati Conveyance RATeEs 


1. As requested by the committee, I submit, as an appendix, two tables showing 
the levels of passengers fares, freight rates, and mail rates at present being paid 
to the airways corporations. For the purpose of comparison the rates are expressed 
in & common unit of gold franes per tonne-kilometre. 

2. Broadly, table I shows that the first class mail rates of BOAC (the long 
distance carrier) are from 2-5 times their passenger fares and from 3-8 times 
their freights rates. The first class mail rates of BEA (the continental and internal 
service carrier) are about 14—1% times their passenger fares and 14—2% times 
their freight rates. Table II shows that for BOAC the mail rates average 2% times 
passenger rates, 4% times freight rates, and more than twice the average for all 
traffic. For BEA continental services mail rates are 1.3 times the passenger rate, 
twice the freight rate, and 1.1 times the average for all traffic. 

3. There are good reasons of principle, as explained later, why these ratios are 
not a reliable guide in assessing the reasonableness or otherwise of the mail rates. 
Apart from any question of principle, however, it would not be reasonabie to 
take these ratios into consideration at all without qualifying them to take account 
of two factors which distinguish the carriage of air mails from the carriage of 
other air traffic. Firstly, outward mails from the U. K. exceed inward mails in 
volume leaving much empty capacity in the homeward direction. Secondly, 
first class mails claim and receive priority over all other types of traffic, even over 
passengers. These two factors alone would materially affect the value of the 
ratios quoted in the preceding paragraph for the purposes of drawing direct 
comparisons. 

4. The following paragraphs set out the views of the Ministry of Civil Aviation 
under two heads (a) that differential rates are a recognised principle in the trans- 
port industry, are essential for the development of air transport and; if not abused, 
benefit the public as well as the industry: and (b) that the present levels of U. K. 
mail conveyance rates are too low, rather than too high, and cannot be rightly 
regarded as a hidden subsidy, nor as a subsidy of one type of traffic to another, 
nor as an abuse of monopoly. 


A. THE PRINCIPLE OF DIFFERENTIAL RATES 


5. The principle of differential rates is well established in industry and par- 
ticularly in the transport industry, such as railways and shipping. In any 
industry where more than one service is produced by a single process the general 
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practice is to fix prices of each product by reference to the marketable value to the 
consumer in such @ way as to ensure that the over-all return at least covers total 
costs. Even a public utility undertaking such as a gas company employs this 
principle and the GPO itself adopts the principle in charging postage rates several 
times higher for letters than for printed papers, 

6. The benefits of such a principle, if not abused, are shared by the consumers. 
In many cases its practice leads to a scale of development of the industry for the 
public benefit far beyond what would otherwise be possible. The only com- 
mercially sound way in which the air transport industry has been able, and will 
be able, to continue to develop its services and increase its facilities, frequencies, 
and standards for the benefit of all types of users is to fix for each class of traffic 
rates which that class might reasonably be expected to pay for the value to them 
of the service rendered. If that principle had not been adopted the air transport 
industry would not have developed to the extent it has developed and one of the 
main losers would have been the posting public. 


B. THE PRESENT LEVEL OF U. K. MAIL CONVEYANCE RATES 


7. In order to assess whether the mail convevance rates at present being paid 
by the GPO to the British Airways Corporations are reasonable or constitute a 
subsidy or result in an abuse of monopoly, it is necessary first to state how world 
international air mail conveyance rates are fixed. The rates paid by a postal 
administration to an airline of another country are agreed between the Universal 
P »stal Union (UPU) representing postal administrations, and the International 
Air Transport Association (IATA) representing the airlines. These two bodies 
have agreed certain rates for most of the routes of the world, based generally on 
3 gold franes per tonne-kilometre for short-haul services and on 6 zold francs per 
tonne-kilometre for long-haul services. It is true that the UPU re:ards them as 
maxima and IATA regards them as minima, but they are universally accepted 
and applied as reasonable both to postal administrations and airlines. hey 
therefore represent internationally agreed commercial rates for air mail convey- 
ance importing no element of subsidy. Typical examples of these internationally 
agreed rates are shown in table I under the heading ‘Foreign Rate.” 

8. These arrangements exclude the rates which a postal administration may 
pay to an airline of its own country. Under this reservation the GPO has been 
able to use its bargaining powers to secure from the British Airways Corporations 
rates for U. K.-originating mail below the internationally agreed rates the GPO 
would be required to pay to a foreign operator. These lower rates are in force 
under a compromise agreement between the GPO and the Corporations. It will 
be seen that in every case they are lower, sometimes considerably lower, than the 
eg Re: universally agreed rate for payment to foreixn airlines. 

9. By the test of these considerations, it is evident that the rates at present 
being paid by the GPO to the British Airways Corporations do not constitute a 
hidden subsidy or a subsidy from mails to other forms of traffic and also that there 
is no abuse of monopoly on the part of the Corporations. 

10. On the question of subsidy, it is Government policy that the Corporations 
shall operate on a commercial basis. The Exchequer grant is given to assist 
the Corporations during their period of development, but it is assumed that the 
airlines before asking for a grant will conduct their affairs so that, on a fair com- 
mercial basis, they will become as nearly self-supporting as possible and in such a 
manner as to aim at becoming fully self-supporting in as short a time as possible. 
It was never intended that the grant should be used to enable the rate for any 
class of traffic to be lower than is commercially reasonable. The Corporations 
already fix their rates for passengers and freight, mainly through the medium of 
the rate conferences of IATA, at the highest level which will attract the traffic on 
an expanding basis. On international services, the Corporations are bound by 
these internationally agreed rates, but even if they were free to increase them, 
the only result would be reduced revenues and increased deficits, which would 
retard the development of the routes generally. It is the right, and indeed the 
duty, of the Corporations to secure payment for conveyance of mails on a similar 
basis before seeking a Government grant. So long as the Corporations charge 
the highest competitive rates for passengers and freight, operate economically, 
do not make unreasonable profits and do not charge more for mails than a fair 
market rate within the capacity of the consumers, it cannot be said that there is 
any element of subsidy in the mail conveyance rates. As has already been sug- 
gested, one criterion of a fair conveyance rate for mails is the appropriate rate 
agreed between the UPU and IATA for carriage of mails by foreign carriers. 
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11. As regards monopoly, the Corporations have no absolute monopoly in the 
carriage of v K,-originating mail, but they have a virtual monopoly because, 
on policy grounds, the GPO is expected to use British airlines to the maximum 
extent. But even if that virtual monopoly did not exist—if, for example the 
GPO (or whatever body had the right to handle U. K. mail) could decline to use 
the Airways Corparations—the GPO would have to employ foreign operators at 
the agreed international rate or incur the heavier expense of chartering special 
aircraft. In cases where the GPO of necessity have to use the services of foreign 
operators (e. g., London-Lisbon) they have to pay the accepted international rate, 
while the British Corporation receives a lower rate for the same service. So long 
‘as the British Corporations are not making excess profits and are not charging 
rates higher than are obtainable in the free market, it cannot be said that there is 
any abuse of monopoly. 

12. There is no doubt that the steady development of world air transport 
generally, and of British air transport in particular, has been fostered by the 
adoption of the principle of different rates for different types of traffic, related to 
the value of service rendered to the consumer. The aim of the British Airways 
Corporation is first to arrive, at the earliest possible moment, at breaking even 
on &@ commercial basis and becoming independent of Government grants, and 
thereafter to reduce gradually their charges to all types of users. Nothing at 
the present time could be more calculated to check the progress of that policy 
than a substantial cut in mail conveyance rates. Any such cut would be a major 
set-back to the development of the British Air Corporations. 


SUMMARY 


13. The points made in this paper can be summarized as follows: 

(a) It is true that the rates paid by the GPO to the British Corporations for 
mails are higher than the rates paid for other classes of traffic but there are special 
factors peculiar to mail traffic only. 

(b) The principle of differential charges is established in the transport industry 
and is to the long term benefit of the industry and consumers alike, including the 
posting public. 

(c) The present rates paid by the GPO to the Air Corporations are below the 
internationally agreed rates for foreign airlines and there is a case for raising them 
to those levels. 

(d) The present levels do not constitute hidden subsidy, nor a subsidy from 
mails to passengers or freight, nor an abuse of monopoly. 

(e) Any attempt at the present time substantially to reduce the mail rates 
would be a major set-back to the development of the British Air Corporations 
and, in the long run, would not be to the advantage of any class of users, including 
the posting public. 


SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 937 





& | | oma ane @o22 Soe Cen sava stesso ere MW SSEe eo SE*MSStesssgrcnis 
z= | REOS SSR Seslesrcsagkigess SShscs sh te issu“ Zs 


“pulq oq} 
40} 0.1n381041] ‘sojdures ‘sroded feyosourwi0d ‘sieded pojujig —‘7pow seDj9 puorag *§ ALON 
“SUOsEIISTUTMIps [B{sSod J0y}0 WOU] po}oeyoo syuewIAEd MOY ‘spied ysod pure ‘s104j0] 118 ‘sjoqoed 10330] ‘Si0}}e'-—"J10u BeDpO Pay *L ALON 


“UOTJT{EdMI09 4ooUl OF —- SSBTO 4SAY JO} 0481 GOURAVAUOD ferUeIajo1d B AOfuS yUOSeId 4B (Seno ,,e1}dWe,, plo 43 uO 

UWOTPON PS BGeLIvA 8 07 Joo[qns sf (g PUB g SoUT] ‘9 UUIN[OO) S9yNOJ ase) UO “y “fH OY} 07 [FRU $9}103 11104 ee pus uoTU;MOp AUyeUT) Se14jUNOD Zuyyedjoyjsed oy. pus ‘Z>6I ‘TE WOIVIY 

SSBlO SIG PIVMU] 1OJ O}B1 OY [—"89zN01 OOMIJUDY -UOpUoT pUD UOpsbuly-UOpUOT “ZI ALON uo Spemnzeuresd papue ouleyos ey, “emMeYos [yeul Ie ojdulg oy) Ut poyedionsed Ap10ur 
“S201 A Jos aya jo ghneees OY} [01}U00 07 14311 83 10} Bix Avd “10} YoryM setzjunos Aq pred sayey—(g7 ‘Ol ‘4 euMN7I0D) says RaDUOLsE2—2U0D “9 ALON 

Od 24} 910.4 S8O]A.J08 M9] B 07 S19JOI ‘OC’Z ‘aINZY JoMO[ CY} ‘se0] AS [BULLION 10] BBLIOAR *(9 oj0U UT SB ydeoxe) "Mt “0 043 opys3no 3 "19RUT3LI0 [Teul Jo 























Pt =: oy} Syu@seadier “go'z “ensy doy oy. —"sayno4 pousaquy 8.OVAA 40f 89704 popy “11 ALON OB¥I1IB JOJ SUOHBIOIO oY} 07 pred sowYy—"(s/ ‘6 'g FUUUNIOI) So~D4 UD}as0T “G ALON 
*q As0B0qvO ST YOU “UIZLIO “YC JO [reur jo souBAGA TION 10} i 
qaud 3843 40} O1j0uI0TTy-oUUO4 Jed soURI; Pjo3 g puv V 41030780 s} Gory OyNOI 04 JO JIVd = A) 94) Aq SUOMBIOdIOD Oy) 03 pred soyey—"(I) “g ‘gy SUMNIOD) 89704 OTD “F ALON 8 
7BY4 10j ELYOMIOPIH-ouU0} Jed souwy pjo#g ‘a “| ‘ejoMI0[Ty-eUN0} 10d souBI PjO3 9-¢ Jo "SJUGUTUSISUOD [[BUIS 04 dTQuoT|dde sezes a 
781 UOIWUTQUIOD ¥ BujAldde Aq peonped oq 03 AT1JOYS Sf SO}NOI YIPVOMUOMIMIOIS.OVOM 44310} ,,018BG,, OY} UO PozEN[Wo oe soyeI OSL —'(Y UuNIO9) saqD4 qyHtaLT “E ALON 
M wo eu ssvp ysay a O4Bl UBIIOJ OY, —"sa7nos YRVaMNUOWWOD 8. YOY ‘CI FLO — 0@z) SeuTUIBIs » 
(‘teded jo 2 “red eeg) ‘“Aloatjoodsed ‘asj0u10]; 4-000) Jed souBy Pjosg -O[T¥ OO SB UOYe) Woe sey (GOUBMOT[Y OFBBFeq oe1J ZulpNpoUT) Josuessed v jo WY B}OM R 
= pus £ 91B S90{A108 BSE} JO} $O¥1 pojdeooR A[[eUoT}eUIEIU OY, ‘gq 41030180 818 8,0 VOR O3B19AB OY} UOstIeduI0D jo esodind ey} JOq—(g wunzod) sasvf saburss0g ‘2 ALON 
© :¥ Ato#o7e0 018 seojales OVA ‘s10yI0 |] GIB Sao[A1eS g] AJOZOWBO ‘1BIJUIIS OI 93800 ‘Ajoyeurjxoidde “pp ‘sz spenbe ouvsy plod 044 Jo on[ea osupYOXS YUOLIND OY], = 
fs Sul esedo 9s0Y 4 $194}0 PUB S8d].A.108 ONY O18 Sofas Y A10Z94VH ‘sd10Z9}vo | PUB *oIJOUIO[TY | JO GOULISIP B JOJ (BUUO} IIQ0UI [) SoUTUTeIZOTIY OOO'T BuyjAO0dsuvs} jo souBy o 
V O70} UOFUD [BIsoOg [eSiessUL O43 Aq PoYTSsLlO oIB ese. —‘saoas9e YW 4H “6 ALON plod uy 4800 9Y} Sseidxe 07 pasn 4yUN oY, —'asjamopty-auu0) Jad Souda pjoy “| ALON e 
“TT 9900 90g ¢ “Supyusedo4 a4 jou a1 \J0g ¢ “UO}}8I}0Z0U JapUn 048 yy ; . 
< 
-¥) < 
—se 6r'T ¥0'T Po hat 0'l 2 OF OZ: | LIT | 29:1 noooneno-=""" (Q#BIBAB) SOANOI [BIUOUTIUOS, Pe 
are eaten eine Sib pete agt ota Cpt  se Sn Her {08%e Veg | [opt | [ven--n--o-------(@egaae) sognos peusayuy |-------------OVa 3 
“ee Ss FS 6F'T ee oar ae* 46°9 > EE ce ae ae Woyssuyy BIA ‘osvTUBg-UOpUoT] 
| PR hy (ei oe ee we a 6F'T wet 46°¢ Lb'e 16° Be, bre cee ee Sol] y sousng -uopuoy 
Se Wee (er OT: Poe 2 as +0'T Raa es FS | a4+'e 28° eet Toa eereerenssese=s"""*" TO SSU] Y -UOpuoy i 
5 eG ee (er ma ehic he 6r'T ea tS 46'S 41% gt't Mee ire ne ee eae [es1}U0 WW -uopueT 
a es Tt cee aes 6E'T pee Fk: 96'S &% 'T 56 'T Soneeneeeceseccrers "> 4s0X MON -TOpuoT 
fy (er (er ¥0'l (¢1) (e1) zl eb Z 46'S eI LL’ eR prota et tere yer Zinqsouueyo f-uopuo’y 
So (cr (1) | pO'T (¢ 1) (1) | @'t ZZ 46°9 ele OL" ae. ee ee ae — Buoy -uopuoy fe 
(ea (1) | Wl (ev) (gx) | 1 eZ. | 469 ele 0 es ee oe ee aupAg-uopuoey |~-~*-~-----~- ovo ° 
40 | | | | | __ _—_ | $$$ $ $$$ |—_______—— pa 
= (1) (1) (I) (o1) (6) (8) 1) | (9) (9) (6) (e) @) (1) S 
O781 oyel ayel & 
Axeuojs 78s eye Axeuots ores apex Axeuoys ages ees 
3 song | [404 | OdD | sanuoy | 4904 | OdO | saouon | MCA | Odd BY 
ere: prone oes 010) 303 aynoy uoryB10d10g Be 
a sjoored apy [JU SS¥jo-Puodeg [yeur ss¥yo-y841,q Isler | “Usssed ; » 
0481 GOUBADATIOO [[BUI-ITY 
E (ouBly plod oyy JO oN[VA aBuBYOXe JUALIND dy} 4B 91QOUIO[!¥ GUO Jod sou. Pjo3 uy possoidxg | oO 
SB 0961 ‘1s fo 7 so OYA Ppuv OVO % prod sajn4 aouvfaauos pow sw pun sayvs yybrasf ‘souvf sabuassod fo 2qQn) sayvsndwog—y a'lavy, & 





SEPARATION OF AIR-MAIL PAY FROM SUBSIDY 937 


TaBue Il—BOAC and BEAC revenue per load tonne-kilometre in 1949-50 in terms 
of gold francs (scheduled services only) 


{In gold francs per load tonne-kilometre] 


BOAC BEAC 


All services Continental Internal 





services services 
TN is 6s ih nia ec rec cus in bts duldiateadiae 1.29 1.66 1.35 
Freight revenue_....___. eis pe Ae OIG. ide ee Ce .74 96 1.09 
Mail revenue (including class, second class, and parcels) _- 3. 24 2.11 2.10 
Average, all traffic. ..... Soghtewetbcbihd desde) sat i. us 1. 44 | 1.60 1.36 


[Paper forwarded by British Overseas Airways Corporation on July 3, 1950} 


Arr Marit Conveyance RATES 
INTRODUCTION 


1. This paper is designated to give a brief outline of the economics of air trans- 
port with special reference to air mail, and then to deal more particularly with the 
monopolistic positions of the British Air Corporations and of the General Post 
Office. As a background, the following statement, which was recorded by the 
International Civil Aviation Organisation, is worth quoting: 

“Theeconomies of air transportis a governing factor in the economics of inter- 
national air mail. Public demand for air mail is the other chief influential factor, 
Re administrations acting as intermediaries between the airlines and the 
public.” 


THE BASIC ECONOMIC PROBLEM 


2. Operators of regular scheduled air transport services are public utility under- 
takings. It is common practice with such undertakings to set charges at the 
levels best calculated to advance the development of the industry for the service 
of the public. Where the users of the public utility’s output vary in nature it is 
necessary to make arbitrary assessments, in the first instance, of the appropriate 
charges for new services and subsequently to ensure that the level set for each 
type of service is adequate to produce a revenue which will offset the cost; numer- 
ous examples could be quoted by way of illustration, many from the Post Office 
itself. In transportation generally this has always been true and it applies 
particularly to those cases where different classes of traffic occupy the same vehicles 
and therefore the bulk of the costs involved by the undertaking are costs which 
are common to all classes of traffic. In certain circumstances it may pay the 
undertaking to accept additional traffic at any rate which covers the small pro- 
portion of total costs which may arise from the carriage of that particular traffic; 
on the other hand the additional costs involved may be very heavy if extra 
capacity has to be provided. In other words, the application of marginal costs 
in many instances could lead to a wide variation in the rates charged. 

3. At the same time, the total costs must in some way be covered and there is 
therefore for each class of traffic a wide range between the additional costs in- 
volved for carrying that type of traffic and the total costs less the charges appro- 
priate to other types of traffic, within which the operator must set the charges if 
he is not to make a loss. Certain types of traffic will not be able to bear high 
charges, but their contribution toward the common costs will help to reduce the 
charges made to other types of traffic which can, in fact, bear higher rates. 

4. It is entirelv unrealistic to attempt any assessment of total costs between 
each type of traffic by apportioning the costs that are common between them. 
There are many practical difficulties which would be met in trying to arrive at 
logical apportionment; no solution is evident because the conception is illogical. 
The alternative of using average costs as a basis of rates, making—often at- 
tempted—cuts right across the proper economic approach to the problem. Cer- 
tain types of traffic would not be attracted if they had to be charged at rates 
based on average costs and the loss of such traffic would inevitably make the cost 
of carriage of the remaining traffic even higher. 

5. To sum up so far, there is ample evidence to show that air transport charges 
must be fixed in relation to what the traffic will bear, within the limits that the 
total revenue which can be achieved from such rates should not provide an ex- 
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travagant profit. At the present time these limits have nowhere been reached 
and the bulk of airline operators, including the Corporations, require Govern- 
ment aid. 

THE EFFECT OF MONOPOLIES 


6. It may be argued that whereas the contentions which have been outlined 
above would hold true in a competitive situation, the argument does not apply to 
this country since the operator has a monopoly and in respect of air mail traffic 
the user, from the Corporations’ standpoint, is the Post Office, which is also a 
monopoly. These two matters are dealt with separately. 


THE CORPORATIONS AS MONOPOLIES 


7. Dealing first with the position of the Corporations as a monopoly, it must 
be stressed that the Corporations are monopolies only as far as British carriers 
are concerned. In fact, both Corporations are in a highly competitive industry, 
except for the internal services operated by British European Airways where 
surface transport is to some extent a competitor. In any event there is no evidence 
to show that the monopolistic position of the Corporations has been used to 
bolster up mail rates. In fact the rates received by the Corporations from the 
U. K. Post Office are less than those paid by the Post Office to other operators. 
This position is not confined solely to the U. K. since the carriage of foreign 
mail by any operator is fixed by international agreement, whereas the dealings of 
an operator with his own postal administration are a matter for settlement solely 
between the two parties. 

8. It might be suggested that the high costs experienced by the Corporations 
have set a higher limit to the mail pay demanded by the-Corporations, and that 
this arises from their monopolistic position. There is again no evidence that any 
high costs incurred in the past due to the uneconomic equipment provided to the 
Corporations have affected the rates of mail pay. The excessive costs arising 
from these causes have been borne by the U. K. Government through the Exche- 
quer grants. The Corporations are now operating on a level of cost that compares 
reasonably with the costs of other operators and the limits set to the charges they 
would wish to impose on air mail are not reduced from this cause since the gap 
between total expenditure and total revenue including mail has not been closed. 

9. As an alternative to using the services of the monopolistic Corporations, the 
Post Office could, theoretically, operate their own mail services. Due, however, 
to the lack of balance between outward and inward loads, to the high frequency 
requirement, to the variation in the daily incidence of mail and to the large varia- 
tions in the quantity of mail to different parts of the world, the cost of such opera- 
tions would be far in excess of the cost to the Post Office if they pay the present 
rates to the Corporations. 


THE GPO AS A MONOPOLY 


10. It is argued that the Post Office-is able to charge the public the figure it 
wishes and that the public has no alternative but to pay those rates. It is 
therefore suggested that in fact the ultimate user—the posting public—has no 
real say in what the traffic will bear. The first answer to this contention is 
that there are always alternatives available to the posting public, namely, use 
of surface transport or the use of cable or radio facilities. It is evident from 
the fact that at the present rates of sureharge something over 50 percent of tlie 
total mail is carried by air that current rates are no deterrent to the general public. 

11. It is also valid to refer to the postal charges set by other countries to their 
own public for carriage of mail by air. It is interesting to note that, apart from 
certain countries of the Commonwealth which have attempted to equalise the 
rate imposed from the U. K.. and due to currency differences have set -rates 
slightly below those charged in the U. K., there is no country which offers mail 
charges to the publie lower than those charged by our own Post Office for letters 
weighing between one-fourth and one-half ounce. There are two cases where 
countries offer special rates for letters weighing 5 grams (somewhat less than 
one-fourth ounce) which slightly undercut the GPO’s rates. 

12. The fact that the General Post Office does not aim at making a profit or 
suffering a loss out of air mail and, nevertheless, pays to the British Corporations 
a rate lower than it pays to foreign operators and less than the Corporations 
receive for the carriage of foreign mail, itself indicates that the position of the 
Post Office as a monopoly in this country does not make the British public suffer 
when compared with other countries, and, in fact, on the whole the air-mail- 
using public in the U. K. is better off than almost anywhere in the world. 
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13. There is thus no case for the argument that the monopoly of the GPO 
involves the posting public in charges higher than*it would be prepared to pay if 
there were no monopoly and that, as a result, the Corporations are being subsi- 
dized through mail payments. There are, however, grounds for the belief that, 
by comparison with other countries, the charges to the public are too low and that 
an increase would not materially affect the volume of mail carried. Any increase 
should be reflected in the conveyance rates paid to the Corporations, which are 
therefore suffering from the monopoly of the Post Office, due to the latter’s firm 
rejection of suggestions that mail charges to the public should be increased. 
Although experiment in varying rates to see the effect on volume is impracticable, 
there is little doubt that the demand for air mail is inelastic compared with other 
traffic and an increase in charges would be of substantial benefit to the operators. 


EFFECT OF INCREASED MAIL PAY 


14. It is the constant aim of the Corporations to achieve commercial self- 
sufficiency and to reduce progressively the extent to which they need to draw on 
public funds. In pursuing this objective they naturally look not only to the level 
of their expenditure but to ways and means of increasing revenue. On the basis 
of the fundamentals of air transport economics set out above, the Corporations 
take the view that mail rates can be increased without material effect on the mail 
user. If BOAC had received mail payments at the level agreed internationally 
for foreign mail, the increase would have been approximately £3,100,000. 


CONCLUSIONS 


15. The following conclusions derive from the above: 

(1) Mail payments are closely bound up with the wider question of air trans- 
port economics and cannot be treated separately. 

(2) All transport economics require that revenue from all classes of traffic be 
treated as a whole in relation to total costs. This involves differential rates for 
many classes of traffic. : 

(3) The position of the Corporations as monopolies in the U. K. has no effect 
on the level of mail payments. 

(4) The position of the GPO as a monopoly has not involved subsidies to the 
Corporations through mail pay, but on the contrary it has restricted the revenue 
the Corporations might otherwise have received from mail, by comparison with 
other countries, 
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